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CHAOTE& X
ihtboduction
In  Panama, my home country , th e  economic and p o l i t i ­
c a l r e la t io n s  between the U nited S ta te s  and L atin  American 
co u n trie s  a r e  of v i t a l  in te re s t*  This i s  p a r t ic u la r ly  tru e  
o f the  r e la t io n s  between Panama and th e  U nited S ta te s « Be­
cause of the  importance o f tra d e  connections, and the lack  
of knowledge concerning them and th e i r  ra m if ic a tio n s , I  
became in te re s te d  in  making some c o n tr ib u tio n  to  a b e t te r  
understanding of th e  re la tio n sh ip s  between my country and 
th e  United S ta te s •
Much o f th e  d iscu ssio n  ce n te rs  in  the  Panama Canal 
and i t s  p o l i t i c a l  and economic. in flu en ce  in  the r e la ­
tio n s  of th e  United S ta te s  w ith Panama* For the  United 
S ta te s  the  Canal has rep resen ted  a s t r a te g ic  spot in  i t s  
defense and has perm itted  economic expansion in  L a tin  
America* The co n s tru c tio n  and defense o f the  Panama Canal, 
as Clarence H* Haring says, "has given to  the  American 
M editerranean a s t r a te g ic  importance i t  d id  not form erly 
possess*"^ I t s  co n s tru c tio n  "decreased by more than  th ree  
thousand m iles th e  d is tan ce  from th e  P ac i f i c  po rta  of 
Scath America to  th e  Southern and la n te rn  p o rts  o f th e
^Haring, C* H*, South America Looks a t  th e  U nited 
S ta te s , Hew Yorks The MacMillan Company, 19B8, p« 1*
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United S ta tes*1,2 P o l i t ic a l ly ,  the protection  o f the Canal 
has resulted  in  the establishment of some United States  
p rotectorates, a matter of extreme in tere st  at the present 
time.
Many d i f f ic u l t ie s  have been encountered in  the 
preparation o f th is  th e s is .  One has been the lack of in ­
formation concerning such th ings as c la s s if ie d  exports 
from Panama to individual countries. Another has been the 
lack of data that would reveal the economic conditions in  
agriculture and in du stries generally , in  Panama. From the 
beginning I have been handicapped by language d i f f ic u l t ie s .  
Frequent use of the d ictionary slowed down my progress.
Much o f the s t a t i s t i c a l  data used in  the th esis  was 
obtained from the Direccion de S stad istica  y Censo de 
Panama and from United States government publications on 
f i l e  in  the Library at Montana State U n iversity . Some 
m aterial not availab le in  the U niversity  Library was ob­
tained from other lib r a r ie s  through in ter -lib ra ry  loan.
This study in  addition to  the introduction i s  
broken down in to  four p arts. The f i r s t ,  which i s  covered 
in  Chapter I I ,  i s  a d iscussion  of the p o l it ic a l  and eco­
nomic re la tion s between the United States and Latin American 
countries. The second embodies Chapters I II  and IV and
. 2Sweet, W. W., A History of Latin America. Chicago; 
The Abingdon Press, 1939, p. 353.
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concerns the p o l it ic a l  and trade re la tion s between the 
United States and Panama* The third includes Chapter V 
and deals with the balance of in ternational rece ip ts  and 
payments and Panama’s national income* The fourth and 
f in a l section  i s  a b rief statement of summary' and con­
clusions*
In conducting th is  study, valuable assistan ce has 
been received from the Departments of Economies and His­
tory , p articu larly  from Dr* B* J . W. Ely, Chairman of the 
Department of Economics*
CHAPTER I I
POLITICAL AND ECONOMIC. . RELATIONS BETWEEN THE 
UNITED STATES AND LATIN AMERICAN COUNTRIES
To understand the p o l it ic a l  and economic rela tion s  
between Panama and the United S tates i t  i s  necessary to  
consider the foreign  p o licy  of the United States as i t  
a ffe c ts  a l l  Latin American countries* This i s  true because 
of the interoceanic routes that cross Panama and connect 
the A tlantic and P a c ific  Oceans*
I .  POLITICAL RELATIONS 
The Monroe Doctrine. 1823-1902* Relations between 
the United S tates and Latin America date from the independ­
ence movement which began in  1811 in  the Spanish American 
colonies* At th is  time President Madison of the United 
States adopted a p o licy  o f observation toward these colo­
nies® After gaining th e ir  freedom from Spain the revolu^ 
t io n is t s  urged the United States to  recognize th e ir  
independence* In the United States Henry Clay, then Secre­
tary of S ta te , favored the recognition by th is  country of 
the Lew Latin American s ta te s , and on March 8 , 1822, pres­
ident Monroe recommended to  Congress that i t  recognize the 
Independence of these countries. Two months la te r  (May 4 , 
1822) a b i l l  was approved by the Congress to  appropriate
5
money to  send representatives to  the new nations*1
After the independence of Latin American, countries 
was recognized, the p o l it ic a l  a ttitu d e of the United States  
toward these countries was re flec ted  in  the Monroe Doctrine, 
which was proclaimed by President James Monroe in  a Message 
to the Congress on December 2 , 1823*2 This doctrine pro­
nounced the p rincip les of non-colonization in  the New World 
by European powers and abstention from intervention in  
Latin American a f fa ir s <> The Monroe Doctrine, in  other words, 
declared against the expansion of European countries in  the  
Western Hemisphere* The policy, was popularly s t r e s s e d  in  
the words "America for the Americans," for i t  stated  in  
e f fe c t  "that the American continents, by the free and inde­
pendent condition which they have assumed and maintain, are 
henceforth not to be considered as subjeots for future
•X
colon ization  by any European powers*"
^ i lg u s ,  A* C*, and d'Eca, R ., Outline History of 
Latin America* New York: Barnes & Noble, Inc«, 1943,
p . 353*
Note: Diplomatic agents were assigned to  the f o l ­
lowing countries in  the years designated: Colombia (1823),
Argentina (1824), Chile (1824), Mexico (1833), Central 
America (1825), and Peru (1826)* Besides recognition  was 
given to  B razil (1834), New Granada (1832). Uruguay (1034), 
Venezuela (1835), Ecuador (1838), B olivia (1848), and 
Paraguay (1852)* See Y/ilgus, A* C*, and d ^ e a , R®, op* c i t ** 
p * 354 «
2Bemis, So F®, The Latin American Policy  of the United 
S ta te s* New York: Brae© & Company, 1943, Chapter IV*
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Wilgus and d*Eea, op * c i t  * * 354*
In the years since then the United S tates has given  
to  th is  doctrine d ifferen t in terp reta tion s, hut i t  has heen 
employed mainly as a measure to prevent the aggression of 
European countries in  the Caribbean area. For Instance, as 
early  as 1825 the Secretary of S ta te , Henry Clay, n o tified  
the French Government that the United S tates would not con­
sent to  the occupation of Cuba and Puerto Hico "by any 
other European power than Spain, under any contingency 
whatever.”4
In Central America re la tion s with the United States  
sprang out of the in te r e s t  of the la t te r  In an interoceanic  
route. Because of Great B rita in ’s in tere st in  the Nicara­
guan route, the United States negotiated the. Clayton-Bulwer 
Treaty of 1850, which stated that neither nation would have 
exclusive control over any part of Central America. In the 
same year when a dispute arose between Great B ritain  and 
Nicaragua concerning the possession o f the Mosquito coast 
and the protection given by England to  the Mosquito Indians, 
Nicaragua was supported in  her claims by the United S ta tes. 
Thus, England’s p o l it ic a l  in terference in  th is  region was 
checked.
*
Between 1870 and 1696 the Monroe Doctrine was In­
voked several times with reference to  H aiti and the Domin-
4Ib id ° , p . 555.
loan Republic over fin an cia l conditions concerning European 
citizen s*  Both countries suffered so much from d icta torsh ip , 
revolution , and fin an cia l disorder that foreign  intervention
R
was expected, e sp ec ia lly  from Germany, France, and England* 
From 1871 to 1880 the no-transfer- prin cip le  of the 
Monroe Doctrine was put in to  practice with reference to  
Dutch Curacao, Puerto Hico, and the Bay Islands of Hondu­
ras, in  order to stop B ritish  and German in te r e sts  in  those 
places*6
In 1880 President Hayes, referring to  the building  
of a canal in  Central America, declared that the United 
States would not permit the construction of a canal by any 
other* power than the United States*
In a boundary dispute between. Venezuela and England
in  1895 the United S tates was asked by Venezuela to use
\
the Monroe Doctrine to force England to cease crov/ding 
upon Venezuelan territory*  In vestigation  proved that Eng­
land’ s claims were more nearly va lid  than Venezuela’ s* In 
the dispute of Venezuela with Germany, I ta ly , and Great 
B ritain  in  1902-1903, over the claims on Venezuela’ s debts 
to  th eir  c it iz e n s , Venezuela requested the United States  
to  serve as arbitrator in  s e t t l in g  the dispute* President
^Rippy, I* F*, The Caribbean Danger Zone9 New York: 
Van Rees Press, 1940, p* 11*
6Ib ld . . p. 22.
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Theodor© Roosevelt urged Great B rita in  and Germany to  s e t t l e  
th i s  problem promptly, and i t  was agreed to  submit i t  to  
the judgment of th e  Hague Permanent Court of A rb itra tio n * 7 
During th is  controversy Venezuela was blockaded by the  
th ree  mentioned European nations* This s i tu a tio n  provoked 
the  enunciation of the  w en  known Doctrine Braga* form ulated 
by Dr* Luis M, Drag©* Foreign M in ister of the Argentine 
Republic* th a t  the pub lic  debt of a Hispanic American nation  
could ’’not occasion aimed in te rv en tio n  nor even the ac tu a l 
occupation of the t e r r i t o r y  of American nations by a Euro­
pean power*
Im perialistic P o licy , T e r r i to r ia l  a c q u is it io n * 
1803-1936* Beyond the  public domain* t e r r i t o r i a l  expansion 
of the  United S ta tes began w ith the purchase of Louisiana 
from France in  1803* This was followed by the  ac q u is itio n  
of F lo rida  from Spain in  1819, and the annexation of Texas 
in  1845*
In  L atin  America the im p e r ia lis t ic  po licy  of the  
B aited S ta te s  began in  1S46* I t  I s  the w r i te r1s opinion 
th a t  th is  a t t i tu d e  evolved from the idea th a t the  United 
S ta te s  people had a m anifest r ig h t  to  expand th e i r  t e r r i ­
to ry  over .most of the  Korth American con tinen t and t©
IHWIWWWIIXWMM1 '»<1 III —I*»»-*» itwinwnil«r; • w
7Bemist op* o i t *. ch* IX*
%©bertaon# W* S*t Hi span! c-A&er i  can Relations 
with the United S ta tes . Hew fork: Oxford U n iversityP ress.
i m r w r m ^ m : —
exercise a control over the other American nations*
One resu lt of th is  p o licy  was the war with Mexico 
{1846-1848) which followed the admission of Texas to  the 
American Union. Other additions to the United States in ­
cluded the te r r ito r ie s  now comprising the s ta te s  of C a lif­
ornia, Arizona, Nevada, Utah, and Nex Mexico in  1848 and 
the Gadsden Purchase in  1853.- Victory of the United States  
in  the Spanish American War resulted in the annexation of 
Puerto Rico in 1898. The imposition of the P la tt Amendment* 
on Cuba in  1901 and the recognition of the independence of 
Panama in  1903 were a lso  the resu lts  of th is  p o licy . In 
the Caribbean area United States expansion has come as a 
consequence of the construction and defense of the Panama 
Canal as w ell as economic expansion.
This p o licy  of imperialism since 1904 has produced 
the w ell known Roosevelt corollary that w*. . . chronic 
wrongdoing, or an impotence which resu lts in  a general 
loosening of the t i e s  of c iv i l iz e d  so c ie ty , may In Amer­
ica .  . • force the United States to the exercise of an
*The P la tt Amendment reserved to  the United States  
the right to  intervene in  Cuba to  protect l i f e ,  property, 
and the individual lib e r ty , to preserve the independence 
of the islan d , and to f a c i l i t a t e  the defense of the United 
S ta tes , including naval bases. Bemis, op. o i t . ,  pp. 138- 
139.
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in ternational p o lice  power.*9 In lin e  with th is  corollary  
the United S tates intervened in  the Dominican Republic in  
1904, the purpose being to control the customs houses of 
that country and to adjust foreign  claims against i t .  The 
same p o licy  was invoked In the cases o f Hicaragua in  1909, 
H aiti in  1915, and the Dominican Republic in  1916 with a 
view to maintaining public order. Also, p o l it ic a l  in te r ­
ventions in  the Caribbean area have taken place on d ifferen t  
occasions for  economic and p o l i t ic a l  reasons, sometimes to  
supervise e le c tio n s , at other times to maintain order and to  
protect American and foreign property. U n til 1936 some of 
the Central American and Caribbean countries continued as 
American protectorates, when many of the tr e a tie s  which 
granted to the United States righ ts of interference were 
abolished.'1,9 This change came as a resu lt of the Good 
neighbor P olicy  developed by President Franklin D. Roose­
v e l t .
Hew C orollaries to the Monroe Doctrine. 1902-1936.
The Monroe Doctrine was in  i t s  beginning merely eon-
9Wilgus and dfEca, op. c i t . .  p. 362.
i9 I b id ., Ch. XXII; Haring, C. H ., South America Looks 
at the United S ta te s . Hew York: The MacMillan Company,
1928, Ch. I; Latana, *T. H ., The United States and Latin  
America, Hew York: Doubleday, Page & Company, 1920,
Ch. r a .
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cerned with p o l it ic a l  considerations. But in  the twentieth  
century i t  became involved not only with p o l i t ic a l  but a lso  
with economic engagements, esp ec ia lly  those that applied to  
the Caribbean area.
P o lit ic a l  and economic controversies in  th is  region  
have resulted  in  new in terpretations of the Monroe Doctrine. 
Thus, as a consequence o f the economic problems that arose 
in  the Caribbean area concerning European c it iz e n s , there 
emerged the so-ca lled  Roosevelt Corollary of the Monroe Doc­
tr in e , stated  by President Theodore Roosevelt in 1904, which 
regulated the action  of Latin American governments with 
E u r o p e a n s . I t  was endorsed by the Taft adm inistration, 
extended by the Wilson adm inistration, and subsequently made 
one of the most important p o lic ie s  o f the United States in  
the Caribbean zone.
Application of the Roosevelt Corollary led to  the 
establishment of protectorates in  the Caribbean area, and 
the further development of the im p eria listic  a ttitu d e  toward 
Latin America. Furthermore, there developed within the same 
zone, the d ollar diplomacy p o licy  which dealt with the in ­
tervention of the United States government in  i t s  e ffo r t to  
protect and promote the economic in tere st o f i t s  c it iz e n s  
abroad•
^Rippy, op. c i t . .  Ch. i l l .
1 2
This d ollar diplomacy was f i r s t  applied in  Cuba 
through the P la tt Amendment which provided that Cuba must 
consult the United States on moneys borrowed from other 
countries. In th is  way American investors had a monopoly on 
loans to Cuba. In 1904-1905 the Dominican Republic became 
a fin an cia l protectorate of the United S ta tes, by which the 
la t te r  obtained control of th e  custom houses of the Dominic­
an Republic•
An in terestin g  case of im p er ia lis tic  expansion in ­
volved the country of Panama. In th is  instance President 
Theodore Roosevelt prepared the way for  American bankers to 
control the f lo ta t io n  of Panamanian loans in  the fu ture.
Since 1904 in tervention  by the United States in  the 
fin an c ia l a ffa ir s  o f Central America and the Caribbean 
region has occurred many tim es. Diplomatic influence has 
been employed to protect the in te r e s ts  of companies from the 
United S ta tes . Such companies, for instance, as the United 
Fruit Company and o i l  concerns have exercised great in f lu ­
ence on the economics and p o lit ic s  of the countries where 
they have been operating.
President Wilson In 1913 in  referring to  concessions 
In Latin America to foreign investors observed that:
You hear of concessions to foreign  
c a p ita lis ts  in  Latin America. You do not 
hear of concessions to foreign c a p ita lis t s  
in  the United S ta tes. They are not granted
13
concessions« They are invited  to make 
investments* The work i s  ours, though they 
are welcome to  in vest in  it*  We do not ask 
them to supply the cap ita l and do the work. 
I t  i s  an in v ita tio n , not a p r iv ile g e , and 
the sta tes  that are obliged, because th e ir  
terr ito ry  does not l i e  within the main 
f ie ld  of modern enterprise and action , to  
grant concessions are in  th is  condition, 
that foreign  in te r e s ts  are apt to  dominate 
th e ir  domestic a f fa ir s —a condition of af~ 
fa ir s  always dangerous and apt to become 
in to lera b le . . *^3
This declaration was probably due to  the o i l  concessions 
which Great B rita in ’ s investors were trying to obtain from 
Colombia and which were confirmed by the Colombian Congress 
in  1913, but which were not accepted by them a lleg in g  the  
opposition of the United S ta tes.^ 3
The same p o licy  has been applied not only to the 
Caribbean zone but has reached to Ecuador and B oliv ia , and 
other South American countries* Por instance, in  Ecuador 
the United States intervened in  order to protect the Invest­
ments o f i t s  c it iz e n s , and In B olivia diplomatic influence
14was employed to  get concessions in  a loan contract.
Because Latin American countries resented in ter fer ­
ences in  th e ir  a ffa ir s  and reacted unfavorably toward the
12Latane, J* H*, "Effects of the Panama Canal on our 
R elations with Latin America," Debaters9 Handbook Series  
(Selected A rtic les  on the Monroe Doctrine compiled by E* M. 
Phelps), New York; The H. W* Wilson Company, 1915, p . 60.
13Ib id ., p . 60.
14
*&PP3T* QPq c i t *, p . 146 f f .
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United S ta te sp the p o licy  described in  the preceding para­
graphs began to  wane. F ir st step s in  the liqu id ation  of 
th is  imperialism were taken in  1924 when the United S tates  
withdrew troops from the Dominican Republic. In 1925 troops 
were withdrawn from Nicaragua. Although i t  appeared in  1924 
and 1925 that the United S tates had begun to  reverse i t s  
foreign  p o licy  in  Latin America, yet President Coolidge in  
1927 declared; "The.person and property of a c it iz e n  are a 
part of th e  general domain o f the nation, even when abroad 
. . .  there i s  a d is t in c t  and binding ob ligation  on the part 
of se lf-resp ectin g  governments to  afford protection  to  the 
persons and property of th e ir  c it iz e n s , wherever they may 
be."15
Qood Will P o licy . In contrast to i t s  im p er ia listic  
p o lic y , a p o licy  which began to  wane during the 20 9s ,  the 
United S tates a lso  developed a p o licy  of friendship toward 
Latin America* This p o licy  began in  1906 when Ellhu Root, 
Secretary of S ta te , declared that a reciprocal respect for
t.
the r igh ts of other countries would be recognized, whether 
these countries were large or sm all. In 1913 President 
Wilson, in  h is  "Declaration of Policy with Regard to Latin 
America," carried the work of friendship further when he
15W elles, S . ,  The Time for D ecision , New York; Har­
per & Brothers, 1944, p . 189.
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stated:
One of the ch ief objects of my adminis­
tration  w i l l  be to cu ltiv a te  the friendship  
and deserve the confidence of our s is t e r  
republics of Central and South America, and 
to  promote in  every proper and honorable way 
the in tere sts  which are common to the peoples 
of the two continents• I earnestly  desire  
the most cordial understanding and coopera­
tion  between the peoples and leaders o f  
America and, therefore, deem i t  my duty to  
make th is  b rief statement,, „ „ The United 
States has nothing to  seek in  Central or 
South America except the la stin g  in te r e sts  
of the peoples of the two continents, the 
security  of governments intended fo r  the  
people and for no sp ecia l group or in te r e s t , 
and the development of personal and trade 
relation sh ips between the two continents 
which sh a ll redound to the p ro fit  and ad­
vantage of both and in terfere  with the 
righ ts and l ib e r t ie s  of neither
In the same year President Wilson, in  a speech at a 
commercial convention held at Mobile, a lso  declared that 
"the United States w i l l  never again seek one additional foot 
of terr ito ry  by c o n q u e s t T w o  years la te r , in  1915, Pres­
ident Wilson accepted the good o ff ic e s  of Argentina, B razil, 
and Chile (ABC powers) in  solving the problems which had 
arisen  with Mexico * However, in  sp ite  of the promises made 
by President Wilson, he permitted H aiti and the Dominican 
Republic to  be m ilita r ily  occupied under h is  authorization
^Bem is, oo» c i t «» p, 175. 
i b i d . . p. 176.
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in  1917.
The friendship p o licy  of the United States toward 
Latin America was continued during the Hoover adm inistration. 
For the purpose of obtaining a b etter understanding o f Latin  
American problems President Hoover v is ite d  seme countries of 
South America,*5 Later in  h is  administration the measures 
were taken to  withdraw a l l  forces from Nicaragua and H a iti.
Soon a fter  Franklin D. Roosevelt was inaugurated in  
1933. As President o f the United States he declared that 
th is  country wished to act toward Latin American countries as 
a good neighbor. From th is  time on the goodwill p o licy  
toward Latin America was known as "The Good Neighbor Policy."  
Unlike h is predecessors, he abandoned the p o licy  of in ter -  
ference, e sp ec ia lly  m ilitary  in tervention , because he be­
lieved  that the ju r id ica l equality  of these countries must 
be recognized and that the princip le o f consultation  must be 
established  among the American nations when one country 
becomes a source of danger to  the others.
In connection with the "Good Neighbor Policy", Sec­
retary o f State Cordell Hull declared in  1933 that . .n o  
government need fear any intervention on the part of the 
United States under the Roosevelt adm inistration." Further
*This tr ip  was made by Herbert Hoover prior to  h is  
inauguration. W elles, op. c i t o. pp. 189-190.
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support to  t i l ls  point o f view was voiced by President Roose­
v e lt  when he declared that n. * * the d e f in ite  p o licy  o f the 
United States from now on i s  one opposed to armed interven­
tion  o"10
During the Roosevelt administration the P la tt Amend­
ment , which granted to the United S tates the right to  
intervene by force in  the a ffa ir s  of Cuba, was abrogated in  
May, 1934o In the same year the la s t  marines l e f t  H a iti.
And in  1936 a treaty  was signed with Panama whereby the 
United S tates resigned i t s  rights to a perpetual concession  
of the Canal Zone and a l l  provisions permitting any in ter­
vention by the United States in the a ffa ir s  of Panama were 
abolished . President Roosevelt attended the Inter-American 
Peace Conference held at Buenos Aires in  1936 and v is ite d  
some of the Latin American nations, thereby creating more 
fr ien d ly  re la tion s with Latin America.. Two main top ics were 
discussed at Buenos A ires. One concerned the maintenance of 
the peace and security of the hemisphere. The second was 
the princip le that a threat to the safety  of any western 
hemisphere nation involved the security  of a l l  o f them. I t  
was f in a lly  agreed . that every act susceptib le of d is ­
turbing the peace of America a ffe c ts  each and every American 
republic and ju s t i f ie s  the in it ia t io n  of the procedural
■̂8Wilgus and d*Bca, op. o it .., pp. 363 f f .
1©
co n su lta tio n  provided fo r  In  Urn Convention fo r  the m in -  
tenanoe , p rese rva tion  and K e-oshafciistaent o f f:eace**i^
Only Argentina was opposed to  th is  idea*
In  the  Eighth pan-American Conference, held  a t  Lima in  
1938, i t  m s  agreed th a t  in  accordance with the re so lu tio n s  
a d o p ts  a t  Buenos . I r e s  the American co u n tries  s h a l l  be gov* 
ernad by the p r in c ip le  of consultation*
Due to  th e  outbreak o f the  Second world in
September, 1939, a consultative meeting of the American 
Foreign M inisters was held in  the same month a t  Panama*
Action taken in  th is  meeting was expressed in  a Jo in t Declar­
a tio n  of C ontinental S o lid a r ity  in  which th e  general uoutra1* 
i t y  of the American n ations was emphasised and measures 
taken to  maintain th e  peace of th is  hemisphere*20 one of 
th ese  measures was the creation of a maritime se c u rity  zom*
A second co n su lta tiv e  meeting of th e  American fo re ign  
l l n i s t e r s  took p lace a t  Havana on J uly 211 1940* *The a c t 
o f Havana concerning th e Provisional A dm inistration of 
European Colonies and Possessions, in  the  Americas,* and the 
^Convention on the  P ro v is io n a l A dm inistration o f European 
Colonics in  the  Americas,* were the  main s tep s  takes a t  t h i s
b e l l e s ,  os* o i t ** p* BOB* 
^ I b i d . .  p . 310.
C-v
.Xr
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m eeting*^
Since 1940 new go Vermont agencies were established  
in  the United States to promote economic and cu ltural re la ­
tio n s with Latin America. Thus, in  August o f the same year 
the Coordinator o f Cultural and Commercial Halations between 
the American Republics was assigned to  the Council of 
national Defense o f  the United States*
When the Japanese attacked Pearl Harbor, Latin A f r ­
ican countries protested against th is  action  and many of 
them followed the lead o f the United States in declaring war 
upon a l l  the aggressor nations* As a consequence o f th is  
emergency, a consultative meeting was held at Bio de Janeiro 
in  1942* At th is  meeting i t  was agreed that "the American 
Republics reaffirm th eir  complete so lid a r ity  and th e ir  
mutual protection u n til the e f fe c ts  o f the present aggres-
©O
slon against the continent have disappeared." As a resu lt  
of th is  emergency and in  a s p ir it  o f cooperation many m ili­
tary bases were obtained by the United States from Latin 
American countries for the defense o f the hemisphere*
In 1945 another consultative meeting of the Foreign 
M inisters was held at Ohapultepee (Mexico City}* The main 
points discussed were: further in ten s ifica tio n  of coopera­
tion  In the war e ffo r t \ in ternational cooperation for peace
al Ib id , . pp. 215 f f .
22Ib id *, p . 219.
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and security; and American economic and so c ia l problems.
One of the most important matters included in  the acts  of 
th is  meeting was th e authorization of the use of sanctions 
to  avoid aggression by one American country against
o«zanothero
Thus the Good Neighbor P o licy , as i t  was enunciated 
by President Roosevelt and based upon the p rin cip les of con­
su lta tio n  and opposition to in tervention , became the guiding 
influence in  s e tt l in g  problems and resolving d ifferen ces  
among the American countries.
Pan-Americanlsm. The Latin American countries com­
p rise  twenty republics, each with i t s  d ifferen t national 
id e a ls . They also d if fe r  in  wealth and population, and in  
p o l it ic a l  and so c ia l developments, but th ey  are sim ilar in  
h is to r ic a l background and common asp iration s.
The Pan-American id ea l i s  mutual p articip ation  by a l l  
the independent s ta te s  o f  the American continent in order t  o 
promote s o c ia l, economic, and p o l it ic a l  r e la tio n s . Before 
the days o f Pan-American Conferences, Henry Clay, Secretary 
of S ta te , in  1820 outlined a plan for the organization of a 
"human freedom league in  America." Three years la te r , Jose 
S ilv e stre  Rebello, the B razilian envoy in  the United S ta tes,
^^Whltaker, Ac, Inter-American A ffairs 1945. New 
York: Columbia U niversity  Press, 1946, pp. 1 -1 9 .~
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suggested the organization of "a concert o f American powers 
to  sustain the general system of American independence*"^4 
In 1826 a Pan-American Congress was held at Panama 
with the purpose o f arriving at some p ractica l form of union 
among the American countries* In 1881 James Blaine, Secre­
tary of State o f the United States under the adm inistration  
of President G arfield, suggested a congress of the American 
sta te s  at Washington, but th is  idea was not realized*
The f i r s t  Pan-American Congress was held at Washing­
ton in  1889 at which time eighteen countries shared in  the 
deliberations* At th is  Congress approval was given to  the 
establishment at Washington, D* C«, of a Bureau of American 
Republics, which la te r  became known as the Pan-American 
Union*' Other Pan-American Conferences which have a ssisted  
in  the development of foreign  re la tio n s between the United 
States and Latin American countries were held at Mexico City 
(1901-1902), Rio de Janeiro (1906), Buenos Aires (1910), 
Santiago de Chile (1923), Havana (1928), Montevideo (1933), 
Lima (1938), and Bogota (1948)*
In these congresses many resolutions and agreements 
were adopted on such matters as the construction of an 
in tercontinental railway; private, c iv i l ,  and commercial 
law; arb itration , co n c ilia tio n  and good o ff ic e s ;  cooperation
24Wilgus and dfEca, op* o i t *. p* 366*
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fo r  the  p ro tec tio n  of indu s try , a g r ic u l tu re ,  and commerce; 
p a te n ts ,  trademarks, and copyright; a r b i t r a t io n  of pecuniary 
claim s; exchange of o f f i c i a l ,  s c i e n t i f i c ,  l i t e r a r y ,  and in ­
d u s t r i a l  p u b lica t io n s ;  san i ta ry  p o lice  re g u la tio n s ;  p ro­
motions of the interchange of p ro fe sso rs  and s tu d en ts ;  
s im p lif ic a t io n s  of passp o rts  and adoption of a 's tan d ard  form 
fo r  them; a r b i t r a t io n  of commercial d isp u tes ;  uniform ity  of 
nomenclature fo r  the c l a s s i f i c a t io n  of merchandise; and many 
other matters*
Besides the Pan-American Conferences, many o ther 
te ch n ica l  conferences have taken p lace to  d iscuss commercial, 
in d u s t r i a l ,  s c i e n t i f i c ,  a g r ic u l tu r a l ,  f in a n c ia l ,  j u d ic ia l ,  
sa n i ta ry ,  and other subjects*  In these conferences oppor­
tu n i ty  was taken to  s e t t l e  d if fe ren ce s  between the  United 
s t a t e s  and the L atin  American coun tries  as w ell as to  r e ­
solve c o n f l ic t s  among the L atin  American coun tries  them­
selves#
fhe  general agreements fo r  the  peacefu l se ttlem ent of 
d isp u tes  of the American co un tr ie s  and f o r  mutual defense 
have been as fo llow s: t r e a ty  to  Avoid or Prevent C on flic ts  
Between the American s t a t e s  (Ooadra f r e a ty ) ,  signed May 3 , 
1923; General f ro a ty  of Inter-American A rb i t ra t io n ,  signed
January 5, 1929; General Convention of In ter-A m erican con­
c i l i a t io n ,  signed January 5, 1929; A d d itio n a l Pro toco l to  
the General convention o f Inter-Am erican C o n c ilia tio n ,
signed December 26, 1933; Anti-War Treaty o f Non-Aggression 
and C onciliation , signed October 10, 1933; Convention to  
Coordinate, Extend and Assure the F u lfillm ent of the Existing 
T reaties between the American States., signed December 23,
1936; Declaration o f the P rincip les of S o lid arity  of America,
»
signed December 23, 1938; Declaration o f Reciprocal A ss is t­
ance and Cooperation fo r  the Defense of the Nations o f th e  
Americas, issued at the Havana Conference o f M inisters of 
Foreign A ffa irs , held in  July, 1940; and the Declaration of 
S olid arity  and Mutual Consultation o f the Rio de Janeiro 
Conference of January, 1942.^5 Many of the reso lu tions  
adopted in  the Pan-American Conferences since 1933 have been 
in  connection with the Good Neighbor P olicy  of the United 
S tates.
The expansion of c iv i l  av ia tion , of maritime communi­
cation , and the conclusion of the Pan-American Highway w ill  
bring undoubtedly a better understanding among the American 
countries.
I I .  ECONOMIC RELATIONS
Trade R elations. Exports. The volume of trade of 
the Latin American countries has depended to  a very large  
extent upon the exportation of a few highly sp ecia lized
2S% ilgus and d’Eca, op. c i t . .  pp. 366 f f .
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products, such as o i l , bananas, and coffee and upon foreign  
investment* In th is  section  exports are treated; in  the 
f in a l section  of th is  chapter foreign  investments are d is ­
cussed* The importance of sp ecia lized  products in  the trade 
of Latin American countries i s  indicated by the fa c t that 
o i l  in  1938 represented 89*0 per cent of the exports from 
Venezuela; bananas in  the same year amounted to 82*3 per cent 
of the exports from Honduras and 73.6 per cent of the ex­
ports from Panama; and co ffee  represented 89*2 per oent of 
Salvador’ s exports.
From 1910 to 1941 the prinoipal consumers of Latin 
American products were in  order of th e ir  importance the 
United S ta tes , the United Kingdom, Germany, France, Japan, 
and Ita ly* The development of these countries as buyers of 
products from Latin America i s  shown in  Table I on the f o l ­
lowing page*
In the decade preceding the F irst World War the 
United States was Latin America’s largest buyer having taken 
in  1917 over 60.0 per cent of a l l  exports. However, from 
1920 to 1929 sa les  to  the United States dropped from 47*7 
per cent to 34*0 per cent of a l l  exports from Latin America. 
During the 1930#s exports to  the United States continued to
26Behrendt, R ., Inter-American Economic Relations 
Problems and Prospects* New York: published by ^he Committee
on International Economic P o licy , 1948, p. 4 .
TABLE I
RELATIVE IMPORTANCE OF PRINCIPAL BOYERS OF 
LATIN AMERICAN COMMODITIES FOR SELECTED 
YEARS, 1910-1943*
(In percentages)
Country 1910 1913 1917 1920 1929 1933 1938 1941 1943
U.S.A.
United
33.8 30.8 51.7 47.7 34.. 0 29.4 33.2 54.0 5,6.0
Kingdom £0.5 21.2 21.0 17.9 18.5 22.1 18.6 13. i; 12.0
France 8«4 8.0 8.0 5.3 6.2 6.2 4.1 0.1 ~
Germany 10.9 12.4 — 1 .8 8.1 6.9 10.4 0 .3  —
Ita ly • 1 .2 2.0 — • • — 1.6 0.02 —
Japan 0.1 0.1 0 .3 1.3 2.7 —
Source: Behrendt, R®, Inter-American Economic Relations
Problems and Prospeots. New York: published by the Com- 
m ittee on International Economic P o licy , 1948, p. 13, for  
the years from 1910 to  1941, Harris, S . ,  Economic Prob­
lems in  Latin America,, New Yorks McGraw H ill  Book Co®, 
1944, p. 51; for the year 1943.
f a l l  u n t il  1936, a fte r  which they began to  r is e . By 1941 
they had increased to 54.0 per cent of a l l  exports from 
Latin America. The second most important oountry in  the  
export trade of Latin America Is the United Kingdom. The 
proportion of exports taken by the United Kingdom before 
War II  was, however, only roughly one h a lf of that taken 
by the United S ta tes . In 1941 and 1943 i t  had fa lle n  to 
around one th ird .
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The increase in  the exports from Latin America to the
United S tates from the la te  1930’ s to  1943 came largely  from
the production of war m aterials in  a cooperative plan* which
the Latin American countries worked out during the war, and
to  the United S ta te s’ lo ss  of raw m aterials, such as abaca,
cinchona, and rubber, from the Philipp ines and the Far East*
Therefore, in  order to meet her need, the United States turned
to  Latin America for these commodities* To assure i t s e l f  of
a future supply, p articu larly  of abaca, the Uefense Suppliers
Corporation of the United States in  1942 signed contracts
with the United Fruit Company for i t s  production in  Panama,
27Costa Kica, Guatemala, and Honduras*
A ll Latin American countries do not share equally in  
exports to the United States* As i s  shown in  Table I I ,  ex- • 
ports from Latin American republics to  the United States in  
1938 ranged from 4*0 per cent of the to ta l  exports in  the 
case o f Uruguay, to 90*7 per cent In the case of Honduras*
*DurIng the war the United S tates purchased and u t i l ­
ized in  i t s  manufacture of munitions large q uantities of 
minerals from the Latin American republies* These m inerals, 
purchased under contracts which forbade th e ir  sa le  to the 
consumers, were formerly marketed largely  in  the* United 
Kingdom and continental Europe* Besides, the Latin American 
countries a ss is ted  by the United States expanded th e ir  pro­
duction of other commodities v ita l  to the prosecution of the 
war, such as rubber, abaca (Manila f ib e r ) , henequen, s i s a l ,  
cinchona (the source o f quinine), kapok, balsa, wood, and 
mahogany* Harris, S*£«, op* c it* , pp* 60 ff*
27i b i a . ,  pp. 6 2  f f .
In 1944 exports* from Argentina to  the  United s ta te s  amounted 
to  ££»2 per cent of t o t a l  shipments whereas from Licaraguu 
they were 91.0 per c e n t .  I t  can a lso  be observed ia  the 
same tab le  th a t  more than 50.0 per cent of the exporta of 
the Caribbean co u n tr ie s  were going to  the United s t a t e s .
From 1942 to  1946 the exports from Latin  iimerioa 
co u n tr ie s  to  the United s ta te s  i s  presented in  fa b le  I I I .
In t h i s  tab le  i t  can be seen th a t  almost 50.0 per cent of 
t o t a l  exports of Latin  America to  the United s t a t e s  came 
from the Caribbean Kegion, e sp ec ia lly  from ouba* iiexico, 
Colombia* and Venezuela* as a consequence of heavy United 
s t a t e s  investments in  t h i s  reg ion . I t  i s  in te re s t in g  to  
note th a t  the exports from L atin  America to the United 
s ta te s  between 1942 and 1946 were nearly  doubled.
Im ports. Imports to  Latin  America followed trends  
s im ila r  to  those of exports . The r e la t iv e  importance of 
se lec ted  co u n tr ie s  in  the imports of L atin  America i s  shown 
in  fa b le  IV. I t  can be observed from t h i s  tab le  th a t  over 
the period from 1910 to 194L the United S ta tes  was the 
la rg e s t  supp lie r  of goods, fhe United Kingdom and Oermaoy 
ranked next in  importance. However* by 1941 imports from 
these  two coun tr ies  had been g re a t ly  reduced as a conse­
quence of the ftorId War. From 1910 to  1917 imports from 
the United s t a te s  to  Latin  America increased from £b«6 per
TABLE I I
FOREIGN TRADE, IMPORTS AND EXPORTS, OF LATIN 
AMERICAN REPUBLICS WITH THE UNITED STATES 
(In percentage)
        6
Per cent of Per cent of 
Country Year Period to ta l imports to ta l exports
from U.S.Ac® to  U.S.A.
Caribbean
Region:
Mexico 1938 12 mos. 57,7 67.4
1944 10 mos. 84.9 84.4
Guatemala 1938 1Z moso 54.5 70.7
1944
LEI Salvador 1938 12 mos. 46.7 61.7
1944 6 mos. 67.7
Honduras 1938 12 mos. 65.3 90.7
1944 12 mos. 66.6 85.4
Nicaragua 1938 .12 mos. 68.4 77 o5
1944 11 mos. 74,5 91.0
Costa Rica 1938 12 mos • 49.1 45.6
1944 — . •  **> —
Panama 1938 12 mbs. 57.4 89.2
1944 12 mos* 66.0
Cuba 1938 12 mos* 70.9 76.0
1944 9. mos o 80,0 89.2
H aiti 1938 12 mos* 54.3 42.8
1944 12 mos* 69.4 67.3
Dominican 1938 12 mos. 53.5 32.1
^Republic 1944 6 mos. 69.2 24.5
Venezuela 1938 12 mos* 56.4 13.2
1944 -« * >
Colombia 1938 12 mos. 51,2 52.7
1944 5 moso 65.5 80.0
Brazil 1938 12 mos. 24.3 34.3
1944 9 mos. 61,4 53.3
South America 
West Coast;
Ecuador 1938 12 mos. 34.6 37.5
1944 7 mos. 42.8 57.4
Peru 1938 12 mos. 34.3 26.8
1944 10 mos. 51.0 37,4
(Continued, next page)
TABLE II  
(Continued)
Per cent of Per cent of 
Country Year Period to ta l imports to ta l  exports
from U.S.A .a to  U.S.A.®
B olivia 1938 12 mos* 25.5 4 ,6
1944 —
Chile' 1938 12 mos* 27.8 15.7
1944 12 mos* 43.0 48.0
La Plata  
Region:
Argentina 1938 12 mos. 17.4 8.5
1944 12 mos. 15.1 22.2
Paraguay 1938 12 mos . 9 .8 12.3
1944
Uruguay 1938 12 mos. 11 o 8 4 .0
1944 12 mos. 26 .0 48.6
^Dafca for imports of Guatemala, Costa Hica, ! 
Venezuela, B o liv ia , and Paraguay not availab le for 1944.
bData for exports from Guatemala, El Salvador, 
Costa Rica, Venezuela, B o liv ia , Panama, and Paraguay 
not availab le for 1944*
Sources: Year 1938: Olson, P. R., Pan American
Economics. New York; John Wiley & Sons, Inc*, 1943, 
pp. 406-407; year 1944: Whitaker,' A. P ., Inter-American
A ffa ir s , Columbia U niversity  Press, 1945, pp. 225-226.
TABLE I I I
development of exports from latin American
REPUBLICS, 1942-1946, TO THE UNITED STATES. 
(In m illion s of Dollars)
Country 1942 1943 1944 1945 1946
Mexico 123.9 192.2 204.4 230.6 232.7
Guatemala 15.5 16.2 18.2 24,2 31.2
El, Salvador 11.9 14.5 14.5 16.9 15.2
Honduras 5.3 4 .9 7.2 9.0 9 .4
Nicaragua 4 .6 5.1 6.0 5.0 6.4
Costa Rica 6.0 S .9 7.6 10.9 10.6
Panama 2.7 1.5 1.8 2.6 5.6
Cuba 161.0 291.8 386.9 337.6 333.1
H aiti 6.1 8 .0 12.5 15.9 17.7
Dominican Republic 8.4 11.7 16.7 14.4 20.2
Venezuela 20.2 25.8 54.4 86.6 119.6
Colombia 77.8 98 .4 104.7 102.8 156.5
CARIBBEAN
REGION 443.4 679.0 834.9 856.5 948.4
BRAZIL 165.2 228.5 292.7 311.2 407.9
Ecuador 8.7 13.7 15.2 14.0 13.2
Peru 20.6 26.4 30.8 33.6 32.3
B olivia 26.0 32.5 38.3 27.9 24.0
Cbile 139.9 141.4 153.6 137.1 83.8
SOOTH AMERICAN
West coast 195.2 214.0 237.9 212.6 153.3
Argentina 149.9 144.9 177.0 170.0 194.2
Uruguay 20.6 48.6 47.6 66.1 48.1
3.0 3 .5 3.6 6.2 3.8
LA PLATA REGION 173.5 197.0 228.2 242.3 246.1
LATIN AMERICA 977.3 1,318.5 1,593.7 1,622.6 1,755.7
Source: Behrendt. R .. on. c l t . p. SI.
31
cent to  5408 per oent of a l l  the imports of th is  area. From 
1920 to  1929 imports from the United States dropped from 
50.2 per cent to 38 .7 . During the 30fs there was a decline  
in  the shipments from the United S ta tes, but by 1941 they 
had begun to r ise  sharply. This increase resulted  from a 
decline of imports from the European countries. Thus, such 
commodities as iron , s t e e l ,  agricu ltural machinery and other 
products purchased in  Europe before War II were provided by 
the United States a fter  her entry into the war.
In Table I I  a comparison of the imports from the 
United States to Latin American countries during the years 
1938 and 1944 i s  given . In 1938 shipments from/the United
TABLE IV
PERCENTAGE OF IMPORTS FROM SELECTED COUNTRIES
TO LATIN AMERICA
Country 1910 1913 1917 1920 1929 1933 1938 1941 1943
U.S.A. 22.6 25.0 54.8 50.2 38.7 29«2 33.4 62.4 55.0
United
Kingdom 25.0 24.4 14.9 16.7 14.9 18.1 12.5 7.8 7.0
France 8.0 8.3 3.7 4 .8 5.1 4.9 3 .3 0.1
Germany 14.9 16.6 3.4 10.8 11.5 16.2 0 .5 —
I ta ly 4.9 5.0 3.0 0.1
Japan 0.1 0 .1 1.8 2.6 2.6
Source: Behrendt, R ., op. c l t ». p* 13, from 1910 to  
1941; and H arris, S .y  O£o o i t . n p . 51, for the year 1943.
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S ta te s  to  L atin  American repub lics  varied from 9*8 per cent 
in  the imports of Paraguay to  70*9 per cen t in  the t o t a l  
imports of (Juba* In 1944 the  imports from the United s t a t e s  
to  Latin  American cou n tr ies  ranged from 15*1 per cent of the 
t o t a l  imports of Argentina to  84*9 per cent of the t o t a l  
imports of Mexico*
fhe flow of imports in to  Latin  American repub lics  . 
from the United States* from 1942 to  1946* i s  shown in  
fa b le  V. I t  can be observed th a t  the  co u n tr ie s  of the 
Caribbean region purchase more than h a l f  of the products . 
shipped from the United s t a t e s  to  Latin  America* 
co u n tr ie s ,  Mexico* Brasil*  Cuba, Venezuela, and Argentina 
a re  the p r in c ip a l  im porters from the United s ta te s*  tfrom 
1942 to  1946 imports from the United s ta te s  to  Latin  America 
have almost treb led  w ith more than 50 per cent of these  
shipments going to  the  Caribbean region*
Although imports from the United s t a te s  to  L atin  
America increased g re a t ly  during the war period* as well as 
exports from L atin  America to  the United s t a t e s ,  these were 
not as  la rge  as  they could have been because of the problems 
th a t  arose a t  t h i s  time* One of the major problems was 
securing adequate t ra n s p o r ta t io n .  Another was the  r e s t r i c ­
t io n  placed upon export trad e  by l a t i n  American coun tr ies  
in  order to  m aintain a balance between exports  and imports* 
In add ition  to  the co n tro l  of exports , most of the  Latin
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TABLE V
BEmOFuEL'tf o r  XIT'GBTS mOlZ Tim UUXTSB STATES 9
1943 t o  m e ,  TO LATXt? j&ZSXCAH REPUBLICS {Including Lond-Leaso Goods}
( la  B illio n s  o f U# S. Dollars)
Country 1942 194 S 1944 1945 1946
ITosloo 147,7 186,5 264,3 300,7 504,4
Guatoaala 9 ,3 10,2 10,7 14,6 23,1
El Salvador 5,5 7,0 6,7 8 ,6 13.7
Honduras 6,0 6,1 9,0 10 , o 18,6
Nicaragua 4 ,4 7,1 7,0 8 ,5 12 «1
Costa Hica 7,2 10,7 12,6 16o0 22,6
Panama 28,1 35,1 23,0 35,7 46*4
Cuba 133,2 133,9 168,1 195,7 272,1
H aiti 5 ,2 7 ,4 9 ,3 9 ,6 12.5
Dominican Hep* 9 ,3 12 ©4 14,1 IS ,8 20,4
Vonezuola 47,1 44,7 87,1 130,7 211,5
Colombia 30,4 46,3 60,4 88,2 145,6
Caribbean
Region 433,4 507,2 072,3 849 ,4 i . 312,0
B rasil 105,0 156,3 218,2 218,6 356,3
Ecuador 8,9 11,0 14,4 15,2 22 o 3
Peru 27,5 34,4 36 o 9 42 ,5 63. S
B oliv ia 11,0 14,0 12,4 14,2 21,7
Chile 41,2 42,9 51,8 51,8 77.2
South American
YJesb Coast 88,6 102,3 115,5 133,7 104,4
Argentina 71,9 31,8 29,1 38,7 193.1
Uruguay 17,3 13,7 18,6 29,4 47.7
Faraguay 1,7 1,9 1,9 2 ,5 5,5
La Plata
Region 20 ,9 47,4 49,6 60,6 240,3
TOTAL LATHI
•
mrniGA 717,9 813,2 l»055oS l«262o3 2.099,0
Oouree: BohreMfc, H<,, o£, o l t . , p . 32*
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.American countries established  measures toward control of 
imports, while in  the United States an export control system 
was in  o p e r a t i o n . A s  a consequence of these re s tr ic tio n s  
not only was domestic trade improved in  Latin America, but 
a lso  trade between the Latin American republics.
Shortages caused by declining imports or expanding 
exports brbught about r is in g  prices and higher liv in g  costs  
in  most of the Latin American countries, e sp ec ia lly  B o liv ia , 
Chile, and Mexico.^®
To meet trade problems during the war new organiza­
tion s were created, such as the Inter-American Financial and 
Economic Advisory Committee in  1939, the American Agricultur­
a l  Sciences and the Inter-American Development Commission in  
1940. The purpose of the la s t  commission was to promote the 
u t il iz a t io n  of natural resources, the cu ltiv a tio n  and market­
ing of agricu ltu ral and fo rest products, and the estab lish ­
ment of in d u stria l p lan ts. In addition , th is  commission vias 
intended to develop the jo in t investment of United States  
and Latin American oap ita l in  in d u str ia l expansion and new 
en terp r ises .30 A lso, s ta b iliz a tio n  fund cred its were
20H arris, op« c i t  a, pp. 56-5?.
29I b i a . .  p .  57 f f .
30Soule, G ., Efron, D ., and Ness, N. T ., Latin
America in  the Future World. New York: J • J . L itt le  and 
Ives CO., 1945, p . 285 f f .
granted to Latin American countries by the United S tates  
Treasury Department with a view to  s ta b ilis in g  th e ir  cur* 
rencies when and i f  they confronted unfavorable balances of 
payments.3* Another very important measure was the In ter-  
American Coffee Convention, signed in  1940 between the United 
States and the fourteen coffee-exporting countries of Latin  
America.* I t s  principal puj^pose was the re s tr ic tio n  of 
imports in to  a l l  the important American markets and the as­
signment of quotas to the several nations. In th is  way a 
favorable price was assured and a possib le decline in  p r ices, 
due to  the lo ss  of European markets, was avoided.32
In Table VI one can see that Latin America maintained 
a favorable balance of trade with the United S tates from 
1921 to 1945. In the follow ing year, 1946, th is  s itu a tion  
was reversed, imports being greater than exports by over 
$340,000,000. The reasons for  the reversal in  trade balance 
include the increased buying of consumer goods without con­
tr o ls  from the United S tates; the decrease of exports to  
United States of stra teg ic  raw m aterials, whose production
3*Behrendt, R ., op. c l t . . p . 23.
*The fourteen coffee-exporting countries of Latin  
America are: B razil, Colombia, Costa Rica, Cuba, Dominican
Republic, Ecuador, El Salvador, Guatemala, H a iti, Honduras, 
Mexico, Nicaragua, Peru, and Venezuela. Information taken 
from: Olson, P .,  and Hickman, C. A*, op. c i t . , p. 367.
^Behrendt, op* c l t ». p« 23 ff#
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TABLE TL
BALANCE OF TRADE BETWEEN LATIN AMERICA AND THE
UNITED STATES 
________ (Value in  m illion s of dollars)________
Imports to  Exports from Excess of
Latin America Latin America exports!/) 
Years from U.S.A. to  U.S.A. or
(yearly
averages)
(yearly  
averages)
im ports(-) 
(yearly  
averages)
1921-1925 704.2 922.2 /218.0
1926-1930 801.9 928.2 /126 .3
1931-1935 274.9 389.9 /115.0
1936-1940 552.7 950.3 /  .5
1941-1945* 950.3 1,304.2 /353.9 .
1946 2,099.9 1,759.8 -340.7
Source; Foreign Commerce Weekly. United S tates Depart­
ment of Commerce, January 3, 1949, Table I**
was increased during the war; and the return of the United 
States to former sources of supply in  the Far East in  which 
i t  can get products oheaper than in  Latin America* As a re­
su lt of these conditions, a desire for the development of 
national in du stries.h as increased in  Latin America. Toward 
th is  end loans have been granted to several Latin American 
countries through the Export-Import Bank of the United States  
and the new International Bank for Reconstruction and Devel­
opment for  loans. Between July 1, 1945, and March 3 i r* 1947 
cred its authorized by the Export-Import Bank fo r  development
37
of projects in  Latin .America amounted to #117.4 m illio n s .
Most of these loans were given to Brazil (#53.8 m illion s)
33and Chile (&47.4 m illio n s ) . Thus, the future trade re la ­
tions between the United S tates and Latin America w il l  de­
pend upon p o lic ie s  adopted by the former country and the 
degree of cooperation extended by i t  to the Latin American 
countries in  peace tim e.
Trade T reaties. In the promotion of trade with Latin  
America, the United States resorted to i t s  Reciprocal Trade 
le g is la t io n  which had been passed by the Congress of the 
United States in  1934.* Agreements signed under th is  Act 
contain the unconditional most-favored-nation c lau se , by 
which a reduced duty granted to a country with which an agree­
ment i s  signed i s  extended to a l l  other countries in  the 
world which do not discrim inate against United S ta te ’ s com­
merce. With the use of th is  unconditional clause the prin­
c ip le  of "equality "treatment" in  in ternational trade i s
35Ib ld . .  p. 40.
*These agreements are based upon an amendment to the 
T ariff Act of 1930, which provides for a maximum reduction  
of 50 per cent of the t a r i f f  ra tes, and are subject to term­
ination  upon notice of the foreign  country concerned at the 
end of three years. I f  not terminated at that tim e, termin­
ation  i s  subject then to s ix  months’ n o tice . Information 
taken from: Olson, and Hickman, oj>. c i t . ,  pp. 245 f f .
By the end of ■ 134E f i f t e e n  L atin  American rep u b lics  
had ' signed .trade agreem ents w ith- the United s ta te s*  ’They 
were* Cuba, in  19341 B rasil,- H a iti*  Colombia, and Honduras, 
in  1930; iliharagua,. co sta  H im , and Cu&tsmsla, in  1930.;
K1 Salvador., in  1937 ; iauador# ,1938;. V enezuela, 1939; Argoa* 
t iu a ,  1941 | Fern, Uruguay, and Mexico, in  1948*®^ M saeptlag  
th e Dominican liepufelic and Panama, a l l  the other eem ntries  
of the Caribbean Hegion hare signed agreements based upon th e  
Act*
A nalysing th ese  agreem ents, i t  may be observed th a t  
in  the case of A rgentina th e United s ta te s  has obtained  
t a r i f f  , co n cessio n s b e n e fit in g  IE? items.,, which In. 1940 ac^ 
counted for about 30 per c en t o f  th e  t o t a l  o f United s t a te s  
exp orts to  Argentina®. * Bednetion in  d u t ie s  was granted on 
39 item f and in  the .same agreem ent.t a r i f f  In crea ses were 
■bound a g a in st  88 .item s«. 3 cm© o f  the p r in c ip a l commodities 
included are motor irehiol.es and p a r ts , autom atic r e fr ig e r a to r s ,  
c e r ta in  Item s .of e l e c t r i c a l  machinery and apparatus, a g r i-  
c u ltu r a l m § . iad mat r i a l  m m h ln ery , '  o f f i c e  appliances,: and 
fo r e s t  p ro d u cts,-^
3% i m m r±&  P anm srican o ,- a p u b lica tio n  of Paa-Amer- 
lean  A sso c ia tes ,, -few "Ymk* '1946* p« .34E*
®®01soa and Holman.,, op. o i t »:, p.,: 248 f f «
S% bltaA er, a,.* |~ater*AmcricaQ A ffa ir s  1941, few  York; 
Columbia U n iv ers ity  P ress,' 1$4e:, pp* 93-98^ "
Concessions granted by the  united s ta te s  to  Argentina 
uere t re a te d  in t\70 of the t r e a t y 1b schedules; schedule XI, 
which includes those products of which Argentina i s  normally 
the p r in c ip a l  su p p lie r ,  and schedule I I I ,  those products 
which the United s ta te s  obtains from co u n tr ie s  o ther than 
Argentina* In the f i r s t  of these schedules the p r in c ip a l  
product benefited  was f laxseed , whose import duty was reduced 
from 65 cen ts  to  32*5 cen ts  per bushel, and in  the o ther 
schedule (those items sub jec t to  m odification  a f td r  the  war) 
wines and l iq u o rs ,  macaroni and s im ila r  p roducts , preserved
tomatoes, dressed fu r s ,  and carbonates37
About the agreement w ith Cuba, the  1934 trad e  agree­
ment was amended by a second supplementary agreement in  1941® 
The importance of t h i s  agreement l i e s  In the  fu r th e r  cut in 
the  United s t a te s  duty r a te  on uuban sugar from 90 cen ts  to  
75 cen ts  per*100 pounds of sugar of 96 degree sucrose* Con­
cessions were a lso  granted on molasses, tobacco,and c ig a r s ,  
and various f re sh  and preserved f ru i t s *  Cuba granted the 
United s ta te s  duty reductions on 30 item s, and bound 8 items 
ag a in s t  t a r i f f  increases*38
fhe con tinuation  of these agreements depends to  a
37Olson and Hiclonan, ££«> c i t *, p* 253 ff*
38\7hitalCGr, Inter-Ameri c an A ffa irs 1941, pp* 95-96 *
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large extent upon whether the United States can meet the 
problems of com petitive Imports together with the a ttitu d e  
th is  same country adopts in  the future toward Latin America,
Investments of the United S tates in  Latin America <> 
Through p o l it ic a l  expansion in  Latin America, the United 
S tates began to  increase i t s  investments in  th is  area.
Since 1941 d irect investments in  Latin America have increased  
in  those in du stries which are necessary for m ilitary  require- 
ments, such as o i l ,  rubber, cinchona, and abaca. In large  
part, these Investments were made as a consequence of the 
Second World War and also because of re str ic tio n s  or d if ­
f ic u l t i e s  that confronted the United S tates in  purchasing 
war m aterials from other countries.
Even though United S tates investments in  Latin Amer­
ican countries have increased since 1941, investors have 
not enjoyed free  investment p ractices. That i s  to  say, reg­
u lations and re str ic tio n s  by Latin American republics on 
foreign  cap ita l have tended to lim it such investments.
These re s tr ic tio n s  have been established for  the follow ing  
purposes:39 (1) to maintain national control over the
39Whythe, G ., "Industrialization  in  Latin America and 
I t s  Influence in  Economic Relationship with the United 
S ta te s .” Some Economic Aspects of Postwar Interamerican Re­
la tio n s » Austin: the In s t itu te  of Interamerican s tu d ie s ,
The U nfversity of Texas P ress, 1946, pp. 102-103.
industries which are e sse n tia l to tfee defense of p o lit ic a l  
and m ilitary  In terests; (a) to protect home in du stries  
against competition from more e f f ic ie n t  foreign industries; 
and (3) to  provide Industrial cap ita l in  association  with 
foreign investors* la  these ways there i s  a soaring between 
domestic and foreign c a p ita l, and the foreigner does not have 
a l l  the control of investments* These re str ic tio n s  vary 
from country to  country* Thus, in  B rasil, among the various 
leg a l r e s tr ic t io n s , there i s  one that estab lish es that for­
eigners must not found p u b lic -u tility  enterprises unless a
majority of the o f f ic ia ls  are Brazilian and a l l  the execu-
40t iv e  authority i s  In B rasilian  hands* In Chile foreign  
ownership in  mining must pay 85 per cent of the to ta l amount 
in  wages or sa la r ie s  to  Chileans*
labor le g is la t io n  in Latin Mmrirn has been consider­
ed a lso  an obstacle to foreign investments* The regulations 
of labor are concerned with wages, immigration, so c ia l serv­
ic e s ,  accidents, minimum age, female and child  labor, labor 
hours, and the use of a minimum percentage of nationals by 
every foreign enterprise* This percentage ranges from 50 
per cost in  Cuba to 90 per cent in  Mexico#** F in a lly , the 
repudiation o f debts and fear of ̂ expropriation have lim ited
^ H arris , ££• o i t . ,  p* 397*
41Olson and Hickman, op# o |t* ,  195*
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foreign investfaents. in Latin America.
" t 1
Direct Investments. D irect investments of the United 
s ta te s  in  Latin America are greater than p o rtfo lio  ioveat-  
meats. In 1940 74 per cent, or three-fourths, (§2,771,000,000) 
of the to ta l  investment© of the United sta te s  was in d irect
investments, while only 26 per cent, or one-fourth,
42(§993,000,000) was in p o rtfo lio  investments.
Direct investments in Latin America were less in  1940 
•in proportion to total investments than they were in 1929.
This was due to exchange depreciation in central America and 
the West In d ies, tfrom Table VII can be observed the d is ­
tribution  of these investments daring 1929, 1936, and 1940. 
as shown in th is  ta b le , 18 per cent of the investments In 
1940 was devoted to mining and sm elting, 21 per cent to  
petroleum, and 35 per cent, or a third part, was concentrated 
in public u t i l i t i e s  and transportation. Likewise, i t  i s
observed that there was a decrease of 10 per cent from 1929 
to  1940 in the investments in agricu lture.
according to geographic areas, d irect investments by
■ t
the United s ta te s  are greatest in south America, as may be 
seen in Table VIII 55.98 per cent of the to ta l  d irect in v est-  
moots of the United sta te s  in  1940 were in  south America,
4% arrie, o^» o I t . ,  p 0 22 a
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TABLE VII
AMERICAN DIRECT INVESTMENTS IN LATIN AMERICA,, BY INDUSTRIAL
CLASSIFICATION, 1929, 1936, and 1940.
(In m illio n s of dollars  
and percentages)
I 9 2 9 1 9 3 6 J i  9 4 0
Industry Dollars Percent Dollars Percent Dollars Percent
TOTAL   3,519 100.00 2,847 100.00 2,771 100.00
Manufacturing.. .  231 6.56 192 6.75 210 7.58
D istr ib u tio n .  119 3.38 100 3.51 82 2.96
A g r i c u l t u r e . . . . . . . .  817 23.22 400 14.05 359 12.95
Paper and wood pulp ----  ------ ----  ------ ----  ------
Mining and Smelting 732 20.80 • 708 24.87 512 18.48
Petroleum  617 17.53 453 15.91 572 20.64
Public U t i l i t y  and
Transportation  887 25.21 937 32.91 962 34.72
M is c e l la n e o u s . . . . . .  116 3*30 57. 2.00 74 2.67
Source: wAmerican Direct In vestm entsin  Foreign Countries, 1946” ,
Economic Series No. 20, United States Department of Commerce,
1942, p. 23.
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TABLE V III
UNITED STATES DIRECT INVESTMENTS IN LATIN AMERICA,
BY GEOGRAPHIC AREA, 1929, 1936, 1940.1 
( in  thousands of d o l la rs )
1 9  2 9 1 9  3 6 1 9  4 0 1 9  4 0
Percent
TOTAL,   3,358,739 2,847,001 2,771,436 100,00
West Indies:
Cuba   918,957 666,254 559,797 20,19
Dominican Rep. . . .  69,322 40,705 41,895 1,52
H a i t i . ,     14,191 9,671 12,479 0.45
Other West Indies 51,281 ' 36,501 59.762 2.16 *
T otal, *»est Indies 1,053,751 733,131 673,933 24.33
Central America and 
M exico:•
Costa R i c a . . . . . . .  22,166 13,386 34,726 0.89
Guatemala.............. . 69,979 50,387 68,224 2.46
Honduras and
B ritish  Honduras. 71,485 36,425 38,267 1.38
i Niosragua.. . 13,002 4,466 8,858 0.32
Panamaoao. . . . . . . .  28,459 26,688 36,615 1.32
Salvador. . . . . . . . .  29,466 17,164 11,204 0.40
M exico.  682.536 479.465 357.927 12.93
T otal, Central
America and Mexico 917,093 627,881 546,021 19.69
South America:
Argentina.. . . . . . .  331,819 348,268 387,945 14.00
B o liv ia    . 61,619 18,337 26,829 0.97
B r a z i l . . . . .    193,606 194,345 240,109 8.66
C hile   422,593 483,736 413,983 14.95
Colombia. . . . . . . . .  123,924 107,549 111,616 4.02
E c u a d o r . . . . . . . . . .  11,777 4,941 5,107 0.18
Guianas, B r itish ,
French and Surinam 5,688 7,501 5,965 0.21
P a r a g u a y . . . . . . . . .  12,615 5,077 5,037 0.18.
PerUo. . . . . . . o. . . o 123,742 96,052 81,597 2a95
Uruguay.o. . . . . . . .  27,904 13,917 10,918 0.40
V e n e z u e l a . . . . . . . .  252.558 186,266 263,376 9^46
T otal, South America 1,547,896 1,465,989 1,551,482 55.98
Source: ^American Direct Investments in  Foreign Countries, 1940”,
Economic S eries No. 20, United States Department of Commerce,
1942, p. 4
^ ook  values.
followed by 24o33 per cent in  west Ind ies  and 19*69 per cent 
in  C entral America, and Mexico* .also, i t  may be observed 
th a t  uuba (20.19 per cent) , Mexico (IE.92 per s e n t ) , Chile
(14,9|> per c e n t) ,  Argentina (14.00 per cent) * and Venezuela 
19.46 p e r  c e n t) were th e  co u n tr ie s  in  which the investments 
were concentrated in  1940* Likewise, i t  i s  noted th a t  the  
investments in  Cuba declined by more than, $300,000,000 between 
1929 and 1940* due to  te c h n ic a l  adjustments in  the value of 
p ro p e r t ie s .  In  Mexico the  dec line  in  these  investments came 
as a  re s a l t  of the Bxpropri&tion Dscree of March 18, 1938, 
which gave the Mexican government the r ig h t  to  take over 
United s t a t e s  p ro p e r t ie s .  43 excepting Cuba, Salvador, Mexl- 
co, Chile, Paraguay, Peru, and Uruguay s an increase  has 
appeared in  the  o ther h a t in  American co u n tr ie s  since 1936.
By 1947 the  net d i re c t  Investments o f the  United S ta te s  
in  Latin  America amounted to  §407,700,000. fhe g re a te s t  in ­
vestments were mads in  petroleum (§263,300,000}, followed by
manufacturing (§81,000,000), d is t r ib u t io n  ($$£,000,000), and 
pub lic  u t i l i t i e s  f f l 7 ,000,000) *44 Veaeauela w ith  §>139,200,000 
and Panama with f  115,100,000 ranked among the  f i r s t  cou n tr ies
43^ ^American D ire c t Investments in  Foreign Countries, 
1940**, Boonomie Series Ho* 2 0 , United s ta tes  Department of 
0 Gmmerce, 19 4 2 , p T T F 'f lT *
^AbeXsoa, M., “Movement of P r iv a te  United s ta tes  
C a p ita l to  fo re ig n  Countries in  1 9 4 7 ,“ fo re ig n  Commerce Week­
ly ,  August 2 1 , 1948,. • —
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where the investments were concentrated In 194?. th ese in ­
vestments were in  petroleum for both countries. Capital 
escorted from the United States to Latin American g a n tr ie s  
in  194? was usually  equipment and machinery. funds were a lso  
exported and those were used to pay lo ea l labor and other 
expenses. These disbursements added to  the general supply 
o f d o llar exchange available to sorer other foreign needs*
In the long run, such ca p ita l movements tend to improve the 
general productivity of nations participating in  such trans­
actio n s.
I m o m  derived from d irect investments in  Latin Amer­
ica  doubled from 1955 to  1945. (See Table IX ). The most 
p rofitab le investments, as shown in  Table X, have been in  
mining, m e lt in g , and o i l  production. Altbca#t investments 
in  public u t i l i t i e s  represented the heaviest Investments in  
1940, the income derived from them i s  smaller in  re la tio n  to  
the income obtained in  the other Industries. The income de­
rived from Venezuela*a d irect investments, in  petroleum, was 
the highest in  Latin America in  1944. As can be seen in  
Table XI, C hile, Cuba, Argentina, and B rasil followed Vene­
zuela in  Income.
P ortfo lio  Investments. P ortfo lio  Investments are 
very small in  comparison with d irect Investments. M  shorn 
in  Table H I ,  89.99 per cent of the to ta l  p ortfo lio  In vest-
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TABLE IX
• INCOME DERIVED FROM DIRECT INVESTMENTS 
IN LATIN AMERICA.
(In m illion s of d ollars)
Year Total
193 5 .......................................... . . . . . ............ 95*0
19 3  6 .................... . . . ............... ..........................1 1 5 .0
1 9 3 7 . ........................................................ . 1 7 8 .0
1933*• 1 7 3 .0
1 9 3 9 « . o « . e . o .  « a .  .  o « .  124 « 0
1 9 4 0 • « • • • • • • « . . . . . . . . . . . . . o . . . . .  1 5 2 . 9
1 9 4 1 . . . a o . . . . . . . . a  1 7 9 . 3
1 9 4 3 ................      1 7 6 .6
194 3 ..........   • .............................. . 1 8 0 .9
194 4 .......................... a.......................... a . .  a. 2 4 1 .7
194  5 .......................................... ............ . 2 2 0 .1
Source: From 1935 to  1939 the in for-~
mation was taken from Economic Series  
No. 20, and from 1940 to!1945 Economic 
Series No. 65, both a publication of 
the United States Department of Commerce.
TABLE X
INCOME RECEIVED FROM UNITED. STATES DIRECT 
INVESTMENTS IN THE AMERICAN REPUBLICS, BY INDUSTRY, 1940-1945.
(In m illion s of d o llars)
Industry 1940 1941 1942 1943 1944 1945
152.9 179.2 176.6 180.9 241.7 220.1
Manufacturing.. . . . . . . . 20.2 18.8 21.5 21.9 81.7 18.0
D istr ib u tio n .................. 9 .8 9.9 11.5 11.7 14.9 12.5
A gricu ltu re.. . . . . . . . . . 11.3' 18.1 22. 2 18.0 28.4 30.2
Mining and sm e ltin g ... 53.0 56.0 52.3 48.5 39.9 29.3
Petroleum............... 36.4 47.5 39.8 51.1 107.2 100.8
Public U t i l i t i e s . . . . . . 16.9 21.8 24.5 24.8 35.1 25.2
M iscellaneous.. . . . . . . . 4 .9 6.8 4 .5 4 .5 5.0 3.7
U n d istributab le.. . . . . . .4 .3 .4 .4 .4 .4
Source: Economic Series No. 65, United States Department of
Commerce, 1948, p. 74.
fABLE M
tmom mQMm> wrom mmm mmm imasor. zmEsmsms
m  SOMB- I©AOT AMEBIQM CQOT2HXES., 1940-1944 
{ la  m illio n s  of d o lla rs )
Country 1940 1941 1942 1943 1944
A rgen tina«»® » * . *.««. 18.2 _ BO.05 20*6 15.8 19 *7
B r a z i l ««»«««»*»• *««» 11.0 ■ is .o ; 15.4 23.5 18.7
Ciii Xe««*«• »««*»«« • •« 39.0 '4 1 .7 35.6 ; 34.6 ' 31.1
Cu ta  » ©■ tt ® o® «® «« »• o e « s l a . i ; ; 2 7 .G. ; 26 0 .4  ■ •19 .9;., 27.5
Dominican R epublic* ® 1.9 1 .3  , 4.7. 5.7 ' 6.7
Guatemala • , 2 . e ; '‘ ■; 2.2, 3.6 4 .4 3.7
Boncur as . «. . © ...• •««>. . 2.4 2.2 .1*6 1.8  • 3 .6
li e x i c o »a. © • . « . .  <> * * © a . 12.0 12.2 14.6 16.9 15.9
Panama * * © # »..*<*«© «■>©«> 3.0 4.0 3.7 6.0 4.1
P67U« * *• *.*♦•* © © a * © © © o 13.8 9.7 10.3 8.0 8.1
yeBezaeiu * © .* * *. * • . 33.1 43*3 . 32.2 35... 1 81.4
Uruguay . © ©»© ©»«© ©.«® 1*8 .9 .9 .6 1 .2
Sources rt’In ie rn a t1ana 1 T ransactions of. th e  U nited S ta te s  
During the  to r*  1940-1945% Economic S e rie s  Bo* 65* 
United S ta te s  Department of Commerce* 1948, p.. 210 *
TABLE XII
HOTTED STATES POBTFOLIO IB  LATM
1»BXCA, 1941.
{In m illion s o f 'dollars} 
and por e oat
C ountries D ollars Percent
L atin  America,
TOTAL* » * .a» o » as e o a o a * » -* * * * o 948 100*00
West in d ie s , Total* <* <► * # * * * 70 7*38
Cuba .« * o * • * a *.88«es * • » « « a > 57 0 *01
Dominican Bepubllc*. *. «* 7 0 * 74
Other West Indies*.* *• .»«« • *9. +ui*mt
Haiti: * ossa a a 4 a » o ■«; a * * » a -o 0 6 0 * 63
B̂ CXiCO * * • * ® * • ® • o • o o o .a « e * « « ■ a a
C entral America, T o ta l * .. * 25 2*68
Costa P ic a «* <* * * *,«* * * <> • 6 0*63
Otl  ̂̂  6]la i'9 * o b a 4 <s 4 t * * a a a 4 5 0*32
Honduras and Br.Honduras . «. •
Hi cam guu»* **«*-* # *  •«®•*« **■*..
pana^tia.«*«**« **■*.*«,«»• **« 12 1*26
El' Salvador * * * * * * ■. *.. * * * *. 4 0*42
£?out l i  America.o* ® * * ♦ *o * * .* # * - 855' 89*99
Argent xna«»»»oo« «««»®* *® 182 19.20
■•».' BO.1 I  v la  e *> a » ■* 0. 0- 0 ® * * 9 .*■ 0 * * -S' 54 5*70 •
Bm2*H 0 » « 0  *  •  * » 5  * « 0  ® . *  *■ •  * 228 24*05
Chile *  a- *  »  *  0  *  *  «  ® *  a  *  *  *  »  *  e  0 179 . 18*.©© •
Colombra *  *  • * *  *  * *  *  *  ■» © . . . « ® 125 12*98
Ecuador *  ® •  *  © *  * ' * ■ * • ■ * * * *  ® » »* « t*m> <n& 1
Csulanas *  * « *  *  *  ® * * ® » * « .  *  ® *  * ■ »*&
Paraguay 0 0 * 0 0 .  *  * ■ * . * « .  *  *  * *  *  * * 0
Peru* *  a  a  9  0 » o  »  0  0  *  ® . 0 . « ® 0  * « * . 54 5*70
Ifruguuy* 0  0  ® a  ® © * » s  o  «  0  *  0  0  0 33 5*48
, 7©ue5!5ueiU'.«* * so* 0 0 * «<> *«* *»■
S ource: Xnfeer*AfBer;ioan' A^
Columbia U n iv e r s i ty  P r e s s ,  1943#' p .  SOD.. 
^Maximum i s s u e s ,  long  i n  d e fa u lt , .  n o t inc luded*
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ments of the United States in  Latin America was concentrated 
in  South America. Brazil with 24*05 per cent, Argentina with 
19*20 per cent, and Chile with 18*88 per cent ranked among 
the countries where p o rtfo lio  investments were heaviest in  
Latin America* There were no p o rtfo lio  investments in  
Honduras, Nicaragua, Ecuador, the Guianas, and Paraguay*
In the income derived from these investments, there has been 
a decline from 1940 to 1945* The incomes obtained from 1940 
to 1945 were as follow s:
TABLE XIII
INCOME DERIVED FROM PORTFOLIO INVESTMENTS OF
-----------THE UNITED STATES IN LATIN AMERICA, 1940-1945*
(In m illion s of dollars)
Year Income
1 9 4 0 1 4  * 7
1941...........    . .............    15*5
1 9 4 2 . . . . .  ..........................................     14.8
1943...................................................................    13.7
.1944.   ............   .   13.6
1 9 4 5 • « • « * . . . . . . . . . . . . . . . . . o . . .  13 « 5
Source: Economic S eries No. 65, United States Depart-
ment of Commerce, 1948, p. 209.
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As can be seen ia  I1 able XIV, the greatest incomes were re­
ceived from Argentina ( #7,664,000), Brazil (#3,728,000), 
and Chile ( | 3 , 443,000), that i s  to say, from south America, 
were p o r tfo lio  Investments were made on a larger scale  
than in any other areain Latin America.
Measures tending to protect United sta te s  private  
investments in Latin America. In order to protect and im­
prove investments in  Latin America the United sta te s  follow ­
ed in  the past a p o licy  of economic interference in Latin 
America, which has been previously discussed in th is  chapter, 
such as dollar diplomacy. But in Latin American republics 
in  recent years the prin cip le followed about foreign in vest­
ments has been toward n ationalization  of foreign concerns.
In view of certa in  d if f ic u lt ie s  the United sta tes  has had 
with some Latin American countries concerning i t s  properties, 
the United utates has been trying to s e t t le  economic prob­
lems in  the Pan-American conferences. The principal problem 
has been the expropriation of American property in  B olivia  
and Mexico. In regard to th is  problem Secretary of sta te  
Marshall stated at the Hinth Pan-American conference held in  
Bogota in 1948 that:
My government Is  prepared to increase the 
scale of assistan ce i t  has been giving to 
the economic development of the American 
hepublics. But i t  i s  beyond the capacity  
of the United s ta te s  Government i t s e l f  to 
finance more than a small portion of the
TABLE XIV
INCOME FROM UNITED STATES PORTFOLIO INVESTMENTS IN
LATIN AMERICA, 1940,l l )
(In thousands of dollars)
Country Dollars
T otal, Latin Ameri ca. . 2 0 , 9 2 2  
West Indies:
C u b a . . . . . . ...................................   2,424
Dominican Republ i c» .  402
H a it i ....................... .............. .. o. . . . . .  339
T otal, West I n d i e s . . . . . . . . . . . . . . . . . . . .  3,165
Central Americas
Costa Rica   ..................    209
G u a t e m a l a 87 
Panama . . . . . . . . . . . a . « . . « * • . . . . . . . . . . o  157
T otal, Central America. . . . . . . . . . . . . . . .  453
South America:
Argentina . . . . . . . . . . . . . ............. .. 7,664
B razil . . . . . . . » . . . . o . . o . « . . o . o . . . . . . o  3,728
C h ile .  ..........      3,443
Colombia.............................    1,152
Uruguay...........................................................  1.317
T otal, South America ........... .............. .. 17,304
Source: Economic Series No. 17. United States De-
partment of Commerce, 1941, p. 68-69.
(l)The In terest received from foreign d o llar  bonds 
was calculated  by is su e s , a fte r  taking account of 
complete and p a rtia l d efau lts , payments in  foreign  
currencies which were read ily  convertible in to d ol­
la r s , and payments on bonds repurchased by foreigners.
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vast development needed* The cap ita l 
required through the years must come 
from private sources, both domestic 
and foreign » „ e I t  i s  obvious that 
foreign  cap ita l w i l l  naturally gravi­
ta te  most read ily  to  countries where 
i t  i s  accorded fa ir  and equitable 
treatment o45
Due to certain  unfortunate experiences that some Latin  
American countries have had ?*ith foreign  investments, i t  was 
agreed in  the Conference of Bogota (Ninth Pan-American Con*? 
ference) that the American republics had the right to take 
measures "to prevent foreign  investments from being u tiliz e d  
d irec tly  or in d irec tly  as an instrument for intervening in  
national p o l it ic s  or for prejudicing the security  or funda­
mental in tere st of the receiving countries."4** In the same 
conference the delegation from the United S tates in  the d is ­
cussion relating to foreign  investments proposed that "any 
expropriation should be accompanied by prompt, adequate, and 
e f fe c t iv e  compensation". This proposition was approved by 
fourteen countries and f in a lly  was stated  as follow s: "Any
expropriation sh a ll be accompanied by payment of a fa ir  
price in  a prompt, adequate, and e f fe c t iv e  manner."47 The
45Chalmers, EL, "The Economic Agreement of Bogota: an
Interamerican M ilestone", Foreign Commerce Weekly. June 13, 
1948.
46Ibido
47Ibid„
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representatives of Mexico, Guatemala , Manama, Venezuela, and 
Ecuador made the observation that they would have to f i l e  a 
reservation In favor of th e ir  respective constitu tions* I t  
was a lso  agreed by the American republics in  the Hinth In ters  
national Conference of Bogota that foreign cap ita l must meet 
the laws and conditions established  by the country where i t  
operates. Everything that was agreed to in  the Conference 
of  Bogota needs now the r a t if ic a t io n  o f the leg is la tu res  of 
the American republics* In th is  way the United States has 
sought to protect i t s  private investments in  Latin American 
countries.
CHAPTER I I I
POLITICAL RELATIONS BETWEEN THE UNITED 
STATES AND PANAMA
I .  EARLY HISTORY OP THESE RELATIONS PRIOR 1903, 
Although Panama was not an independent republic u n til  
1903, early  re la tion s with the United States date from the  
fourth decade of the nineteenth century when Panama was 
s t i l l  a part of New Granada (now Colombia). These re la tio n s, 
which were discussed in  the f i r s t  part of Chapter I I ,  dealt 
mainly with the in tere st of the United States in  an in ter -  
oceanic route. For example, the Bidlack Treaty, signed in  
1846 by the United S tates and New Granada, concerned amity, 
navigation, and commerce. According to th is  treaty  New 
Granada agreed to guarantee
• . t o  the government of the United S ta tes, 
that the righ t of way or tra n sit  across the 
Isthmus of Panama, upon any modes of communi­
cation  that now e x is t ,  or that may be here­
a fter  constructed, sh a ll be open and free  to 
the government and c it iz e n s  of the United 
S t a t e s T h e  treaty  further stipu lated  that 
"The United States guarantee, p o s it iv e ly  and 
e ffica c io u s ly  to New Granada,. « . the per­
fe c t  n eu tra lity  o f the before-mentioned Isth ­
mus, with the view that the free tran sit from 
the one to the other sea may not be interrupt­
ed or embarrassed in  any future time while 
th is  treaty  e x is t s .  • • . the United States  
a lso  guarantee, in  the same manner, the rights  
of sovereignty and property which New Granada 
has and possesses over the said .territory ."1
*Arias6 Ho, The Panama Canal. London: So jJLag and
Son0 1911p p . 16.
This, the f i r s t  treaty  concerning the trans-isthm ian route, 
was approved by the Senate of the United States in  1848.
As a resu lt of the gold rush to C alifornia a need for  
an interoceanic route was accentuated more than ever before. 
In 1850, under'the d irection  of United States c it iz e n s  and 
by a concession of the Government of New Granada, the Panama 
Railroad* was begun. I t  was fin ished  in  1855.2
Following 1850, although Panama was under the control 
of New Granada, United States troops were landed on d if fe r ­
ent occasions in  order to keep open the route between the two 
oceans. The f i r s t  landing of troops from the United States
took place in  1856 at Panama to quiet a dispute which arose
3when a traveler  refused to pay for a piece of fr u it .  Troops 
were landed again in  1860 to  preserve order.
Although under the Bidlack Treaty of 1846 the United 
States gained a p referen tia l p o sitio n  in  Panama, the devel­
opment of th is  advantage was soon hampered by the Clayton- 
Bulwer Treaty of 1850 between the United States and Great
*The Panama Railroad connected the c i t i e s  of Colon 
in  the A tlantic side and Panama in  the P a c ific  s id e .
McCain, W. D ., The United States and the Republic 
of Panama. North Carolina: Duke U niversity Press, Durham,
1937, p® 9.
3I b id ., p. 9.
Britain,, Under th is  treaty  neither nation was to seek ex­
clu sive  control of a canal over any part of Central America.
With the completion of the railroad the central 
p osition  of Panama in  re la tio n  to interoceanic trade was 
emphasized, and the in terest of the United States in th is  
route increased* When the French company, headed by Ferdi­
nand de Lesseps, received a concession from Colombia to  
build a canal, President Hayes of the United States in  his 
message to the Congress in  1880 declared that "the p o licy  
of th is  country i s  a canal under American control. The 
United States cannot consent to the surrender of th is  con­
tr o l  to any European powers,"4 because " it would be a great 
ocean thoroughfare between the A tlantic and P a c ific  shores, 
and v ir tu a lly  a part of the coast lin e  of the United States"  
He concluded that i t  was "the right and the duty of the 
United S tates to  assert and maintain such supervision and 
authority over any interoceanic canal across the Isthmus 
that oonnects North and South America as w i l l  protect our
national in terests" .^
The United States in tere sts  in  th is  canal were a lso
*This subject i s  treated further in  Chapter I I .
-Arias, op. c i t . ,  p.  40.
5Wilgus and d’Eca, 0£ . c i t . ,  p. 355.
6A rias, p£. c i t . , p.  40.
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claimed at the same time by the Senate and the House of Rep­
resen tatives in  a reso lu tion  "that i t  i s  the in te r e s ts  and 
right of the United S tates to have possession , d irection , 
control, and government of any canal, ra ilroad s, or any 
other a r t i f ic ia l  communication to be constructed across the 
Isthmuso • o”?
As the Clayton~Bulv*er Treaty between the United States  
and Great B ritain  was an obstacle to the United States in
i .
the control of a canal In Central America, the Senate and 
the House of Representatives, in  a Joint reso lu tion  in  1880, 
requested the President to take immediate measures for the  
abrogation of th is  treaty*, By 1888 the finances of the 
French company, which began the construction of the canal, 
were in  suoh s tr a it s  that i t  had to stop i t s  operations.
The collapse of th is  enterprise gave the United S tates the 
opportunity to start negotiations in  order to secure th is  
route. About the time of the fa ilu re  of the French company, 
an American enterprise in terested  I t s e l f  in  the construction  
of another canal In Nicaragua. N egotiations with Great B rit­
ain led to the m odification of the Clayton-Bulwer Treaty, 
but i t  was not u n til 1901 that a new agreement was reached, 
giving to the United States the right to build a canal 
across Central America without B ritish  interference or par-
7I b i d . , p. 42.
ticlpation®  This i s  the well-known Hay~fauneefobe Treaty, 
which provided the construction o f the canal ”under the 
auspices of the government of the United States
After having signed th is  convention and studied the 
advantages of the routes through Panama and Nicaragua, the  
Government of the United States preferred the route through 
panama and began negotiations with Colombia for concessions 
to build the canal® From these negotiations evolved the 
Hay-Herran Treaty which mss signed on January ZBS 1903®
This trea ty  granted the United States the right to construct,, 
ex p lo it , and protect the waterway and the ca p ita l equipment 
connected with i t ,  and the*.United S tates obtained a one* 
hundred year lease  on a zone o f land ten  kilom eters wide 
across the Isthmus o f Panama # Colombia under th is  treaty  
was to receive from the United S tates the sum of #10,000,000 
for an i n i t i a l  payment and an annuity o f #£50,000 to begin 
a fter  nine years from date of ratification®
The Hay-Herran Convention was r a t if ie d  by the Senate 
of the United S ta tes but was rejected  by the Colombian Sen* 
a te . One of the main reasons for rejectin g  th is  treaty  was 
that the Government of the United S tates agreed to pay the  
French company #40,000,000® fe e lin g  that the land zoned 
fo r  canal purposes belonged to her, Colombia demanded one*
8Ib id . ,  p« 56.
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fourth of th is  sum. This proposal was rejected  by the Sec­
retary of S ta te , John Hay.9
Since a l l  members of the Congress of Panama favored 
th is  treaty , i t s  rejection  produced in  Panama a strong sent­
iment against Colombia. Following the episode ju st c ite d , 
events rapidly developed in  Panama which led f in a lly  to her 
independence. Representatives from Panama came to the United 
States to promote support for  the secession of the Isthmus. 
Dr. Manuel Amador Guerrero from Panama and Philippe Bunau- 
V a rilla , representative of the French Canal Company, met in  
New York. On October 20, 1903, Dr. Amador Guerrero l e f t  
New York for Panama in  order to make e f fe c t iv e  a plan for  
independence. I t  i s  remarkable to  note that on October 19, 
the day before Doctor Amador Guerrero l e f t  the United S ta tes, 
in stru ction s were given by the Navy Department in  accordance 
with the Treaty of 1846, that v esse ls  be* M thin  easy-reach  
of the Isthmus and the sa fe ty  of tra n sit be maintained in  
case of revolution. On November 2 , 1903, a l l  vesse ls*  as­
signed to  the zone received the fo llow ing in stru ction s;
Maintain free and uninterrupted tra n sit {on 
the ra ilroad ). I f  interruption i s  threaten­
ed by armed force, occupy the lin e  of r a i l ­
road. Prevent landing of any armed force
9This information has been taken from the follow ing  
sources: Arias, op. c i t . , pp. 58 f f .  and McCain, pp. c i t . »
pp. 11 f f .
*The v esse ls  were the N ashville0 the A tlanta, the 
Blade* and the Boston.
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with h o s t ile  in ten t, e ith er  government 
or insurgent, at any point w ithin  50 
m iles of Panama * Government foree re­
ported approaching the Isthmus in  ves­
s e l s .  Prevent th e ir  landing i f ,  in  
your judgment, the landing would pre­
c ip ita te  a c o n f l ic t*10
Later, without armed c o n f lic t , the people of Panama, 
on November 3, declared themselves an independent republic. 
Three days^later, the United States recognized the de facto  
government, and a fte r  a week had elapsed de jure recognition  
was'granted by the President of the United S ta tes, Theodore 
R oosevelt, to Philippe Bunau V a rilla , f i r s t  M inister’P len i­
potentiary of the new r e p u b lic .^
I I .  RELATIONS SINCE 1903 
The before-mentioned M inister of Panama in  the United 
S ta tes , Philippe Bunau V arilla , and the Secretary of State of 
the United S ta te s , John Hay, proceeded immediately to  negot­
ia te  a treaty  giving the United S tates the right to construct 
a canal across the Isthmus. The new agreement w assigned  at 
Washington, ju st f i f t e e n  days a fter  Panama gained her inde­
pendence, on November 18.
The Hay-Bunau-Varilla Treaty was r a t if ie d  by Panama 
on December 2, 1903, and by the Senate of the United States  
on February 23, 1904. Panama, freed from Colombia under 
th is  trea ty , became a quasi-protectorate of the United States
^MoCaln^ o£0 b i t . , pp. 14 f f  .
X1lb ld ,„  pp. 10-17.
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u n til 1936, when a new convention modified the treaty  of 
1903* The provisions of the Agreement of 1903 were stimmar- 
ized by President Theodore Roosevelt in  h is message to Cong­
ress on December ?, 1903. The President said:
By the provisions of the treaty  the United 
States guarantees and w il l  maintain the 
independence of the Republic of Panama.
There i s  granted to the United States in  
perpetuity the use, occupation, and con­
tr o l of a str ip  ten m iles wide and extend­
ing three nautical m iles into the sea at 
eith er terminal, with a l l  lands lying out­
side of the zone necessary for the construc­
tion  of the canal or for i t s  auxiliary  
works, and with the Islands in  the Bay of 
Panama. The c i t ie s  of Panama and Colon 
are not embraced in  the canal zone, but 
the United States assumes th eir sanitation  
and, in  case of need, the maintenance of 
order therein; the United States enjoys 
within the granted lim its  a l l  the r igh ts, 
power, and authority which i t  would pos­
sess were i t  the sovereign of the te r r i­
tory to the exclusion of the exercise  
of sovereign rights by the Republic. A ll 
railway and canal property righ ts belong­
ing to  Panama and needed for the canal 
pass to the United S ta tes , including any 
property of the respective companies in  
the c i t ie s  of Panama and Colon; the works, 
property, and personnel o f the canal and 
railways are exempted from taxation as 
w ell in  the c i t i e s  of Panama and Colon 
as in the canal zone and i t s  dependencies.
Free immigration of the personnel and im­
portation of supplies for the construction  
and operation of the canal are granted.
Provision i s  made for the use of m ilitary  
force and the building of fo r tif ic a tio n s  
by the United States for the protection  
of tr a n s it . In other d e ta ils , particular­
ly  as to acquisition  of the in terests  of 
the Hew Canal Company and the Panama 
Railway by the United States and the con­
demnation of private property for the use 
of the canal, the stip u lation s of the 
Hay-Herran treaty  are c lo se ly  followed,
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while compensation to be given for these 
enlarged grants remains the same, being 
ten m illion s of dollars payable on ex­
change of r a t if ic a t io n s i and, beginning 
nine years from that date, an annual 
payment of $250,000 during the l i f e  of 
the convention,**3
The United S tates since the r a t if ic a t io n  of th is
agreement has Intervened in  the internal a f fa ir s  o f Panama,
; &basing i t s  interference on the clauses which stip u lated  
that ^The United States guarantees and w i l l  maintain th© 
independence of the Republic of Panama*3.*5 and ", • , right 
and authority are granted to  the United S tates for the 
maintenance of public order in. the c i t i e s  of Panama and 
Colon and the te r r ito r ie s  and harbours adjacent, , , , nl4  
Many problems have arisen  between Manama and the 
United States over the operation of the Canal and the in ter -  
pretations given to the trea ty . The f i r s t  problems were due 
to the establishment in  1904 of ports of entry, custom-hous­
e s , t a r i f f s ,  and p o s t-o ff ic e s  in  thp Canal Zone, under the 
control of the government of the United S ta tes, Negotiations 
for the settlem ent of the problems resulted  in  certa in  ad­
justments of these d i f f ic u lt ie s  in  1904, I t  was agreed that
13Ib ld . .  pp. 17-18.
Convention between tne United S tates and the Republic
of Panama for the construction of a ship canal to  connect the  
waters of the A tlantic and P a c ific  Oceans, signed at Washing­
ton , November 18, 1903, A rtic le  I ,  taken from A rias, p£, c i t , fl 
Appendix V,
I4Ib ld .„ A rtic le  VII.
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the terminal ports of the Canal were to be retained by the 
United States; that the application  of a t a r i f f  to  the 
Canal Zone against the Republic of Panama was revoked and 
that Panama, in  return, agreed to free Importation of goods, 
wares, and merchandise and free passage o f persons from the 
Canal Zone into, the Republic of Panama. In the same way
r
was se tt le d  the problem of the p o s t-o ff ic e s . A ll Canal Zone 
mai1-matter carried through Panama to the United States or 
to foreign  countries was to bear Panamanian stamps, sur­
charged with a mark of the Canal Zone government and was to  
have the same rates as those imposed by the United S ta tes . 
Another problem concerned the establishment of commissaries 
in  the Canal Zone and the fact  th at, because th eir  goods 
were imported duty-free, they (commissaries) could undersell 
Panamanian merchants and deprive them of the tou rist trade 
brought into the zone by the canal. Likewise, serious con­
troversies  between the c it iz e n s  of both countries arose and 
sometimes culminated in r i o t ,  e sp ec ia lly  during the f i r s t  
two decades of the present century.
In addition to those problems, the landing of troops 
of the United States in  Panama caused antagonism throughout 
Latin America as w ell as in  Panama. At the request of the  
government of Panama troops were landed In 1908 to  supervise 
the e lec tio n s of that year. Again in 1912 and 1918 troops 
were landed to quiet certa in  p o l it ic a l  disturbances.
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The canal was not completed u n t il  1914, on August 15, 
when i t  was opened to the commerce of the world* The canal 
shortened the d istances greatly , being of importance not 
only for world trade but from the m ilitary  point of view*
For the United States the Canal represents a stra teg ic  place 
in  i t s  defense* Thus the in te r e s ts  of the United S tates in  
the canal promoted the establishment of protectorates in  the 
Caribbean Region, a top ic  discussed in  Chapter II*
The Canal Sane i s  under the adm inistration of a Gov-* 
ernor whose authority extends to  a l l  governmental a c t iv it ie s  
w ithin  the zone. According to  the Report of the Panama 
Canal, the primary function of the Panama Ganhl :,i s  to  pro­
vide and maintain a waterway by means of which v esse ls  may 
take the tran sit from one ocean to  the other, and to  handle 
such tr a f f ic  as presents i t s e l f  for tran sit with a maximum 
of sa fety  and a minimum of d e lay .”15
From the opening of the Canal on August 15, 1914, to 
June 30, 1947, the Government o f the United States has re­
ceived an income from t o l l s  amounting to #554,528,226.61.. , 
This income decreased greatly  during the Second World War, 
declin ing from #23,661,021.08 in  1939 to $7,243,601.58 in  
1945. In 1947 under more or le s s  normal conditions receip ts
15Report of the Governor of the Panama Canal, 1947, 
Washington: United States Government Printing O ffice ,
1948, p . 3 .
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from t o l l s  amounted to  $17,596,602.46.
Undoubtedly the operation of the Canal has brought to  
Panama a development of commercial a c t iv i t ie s  in  the c i t i e s  at 
eith er end of the canal. Foreign investments have increased, 
p rin cip a lly  those investments from th© United S ta tes . In 
1913 these investments scarcely  amounted to #5,000,000; by 
1940 they reached #36,815,000 and in  1947 there was a net 
movement of United S tates d irect Investment cap ita l to  panama 
amounting to  #115,100,000 of which #94,600,000 were In pehro- 
leum. As a resu lt of these investments hundreds of Panaman­
ians have secured employment. But at th© same time these, 
re la tio n s have brought many problems which s t i l l  have not 
been solved s a t is fa c to r ily .
One of the major problems sprang from the treaty  o f  
1903, because I t  contained clauses against the sovereignty of 
Panama and also  because the way th is  treaty  was w ritten  some­
times permitted d ifferen t in terp reta tion s. To prevent re­
curring d i f f ic u l t ie s  that stemmed from the Treaty of 1903, 
Panama In 1915 started negotiations toward i t s  m odification . 
F in a lly , In 1926 a new agreement was reached but the Nation­
a l  Assembly of Panama fa ile d  to  approve i t .  Ten years la te r , 
March 2 , 1936, In accordance with the "good neighbor policy" 
of the United S ta tes, a new treaty  was signed between that 
country and Panama. The same year (1936) the following  
agreements were signed: (1) a convention for  the regulation
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of radio communications in  the Republic of Panama and the 
Canal Zone; (2) a convention providing for the transfer to  
Panama of two naval radio s ta tio n s , and (3) a convention 
with regard to  the construction of a Trans-Isthmian Highway
The Treaty of 1936 was r a t if ie d  by panama on July 17, 
1939, and by the Senate of the United States on July 25,
1939* Under th is  new agreement • « the fcv;o Governments 
declare th e ir  w illin gn ess to  cooperate, as far  as i t  i s  fe a s­
ib le  for them to  do so , fo r  the purpose of insuring the f u l l  
and perpetual enjoyment of the benefits o f a l l  kinds which 
the canal should afford the two nations* « « Thus,
cooperation and equal resp o n sib ility  have replaced the uni­
la te r a l predominance of the United States in  i t s  re la tio n s  
with the Isthmus* A ll provisions permitting any interven­
tio n  by the United States were abolished* In th is  manner 
the f i r s t  a r t ic le  of the Convention of 1903 which stip u lated  
that "the United S tates guarantees and w i l l  maintain the . 
independence of the Republic of Panama" has been superseded 
by a new stip u la tio n  which 3tates that "there sh a ll be a j
^T reaty Series Ko* 945, General ‘Treaty between the 
United States of America and Panama, Washington; United 
States Printirig O ffice , A rtic le  I .
between the c i t i e s  of Panama and Colon
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p erfec t, firm and in v io lab le  peace and sincere friendship  
between the United States of America and the Republic of 
Panama and between th e ir  c i t i z e n s L i k e w i s e  the United 
S tates agreed to cooperate in  the prevention of contraband 
in  trade* and lim ited the buying in  the Ganal Zone commis­
sa r ie s , the use of clubs, th ea ters, laundries, h o sp ita ls , 
d ispensaries, restaurants, and the renting of dwellings to  
i t s  employees. Under the ju r isd ic tio n  of the United S ta tes, 
i t  prohibited the establishment of private enterprises not 
concerned with the operation of the Canal*
In order that Panama might take advantage of th e com­
mercial opportunities with the Canal Zone, world trade has 
been restr ic ted  in  that area* Panamanian merchandise and 
produce are permitted free  entry in to  the Canal Zone* In  
the same way, the Government of Panama agreed not to impose 
import duties or taxes on the merchandise consigned to agen­
c ie s  of the Government of the United S ta tes . Furthermore, 
the treaty  provides for  the establishment of Panamanian 
custom houses at the terminal ports of the Canal for the 
examination of passengers and merchandise directed for Pan­
ama* Both Governments permit free  tra n sit to persons be­
tween the Canal Zone and the Republic of Panama, being sub-
^ Ib id  *, A rtic le  I •
/
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jec t only « * to the f u l l  e f fe c ts  of the Immigration laws 
of the Republic*" The acq u isition  of additional land for  
Canal use i s  subjected to  negotiation  and purchase and the 
Canal annuity was increased in  1934 from 250,000 balboas* 
to  430,000 balboas* In case of International conflagration  
both governments agreed to  * * take such measures of 
prevention and defense* * * for the protection  of th e ir  com­
mon In terests ."  Furthermore, "any measures in  safeguarding 
such In tere sts , * • • w il l  be the subject of consultation  
between the two Uovernments."^
Such, In summary, are the principal provisions o f 
the 1936 agreement which enabled President Arias of Panama 
to b elieve that a fte r  i t s  r a t if ic a t io n  " asp erities would be 
smoothed over, the sovereignty and d ign ity  of Panama reaf­
firmed, economic questions adjusted, and, f in a lly  the r igh ts  
that Panamans have always considered sacred would be v in d i- 
catad .”20
Relations since 1956* As previously explained re la ­
tio n s between the United States and Panama are related  ?/ith
*"Balboa" is  the monetary unit of Panama* I t  i s  equiv­
alent to  a dollar* The Canal annuity was not accepted by 
Panama since 1934 taking in to  consideration the reduction  
of the gold content of the American dollar*
19Ib ld . . A rtic le  X.
20McCain* op* c i t *, p* 251*
tiie Canal Zone. To tiie United States the canal has been 
important as a stra teg ic  point for i t s  defense; to Panama 
the canal has played an important ro le in  i t s  economy« Dur« 
ing the Second World War employment of Panamanians increased  
from 28,058 in  1940 to  35,254 in  1941 and continued growing 
during the war period as a consequence of the development of 
works for  the defense of the Canal. With the increase of 
re la tio n s between Panamanians and the people of the United 
S ta tes , several problems have developed. Among these prob*» 
lems i s  the discrim ination in  jobs at the Canal Zone, because 
there is  not the equality  in  payment for the c it iz e n s  of the  
two nations; rates of payment are higher fbr United States  
c it iz e n s  and preference i s  g lrea  them for executive jobs, 
although the f i r s t  A rtic le  of the treaty  of 1936 stipu lated  
that n. . . the two Governments declare th e ir  w illin gn ess to  
cooperate, . . . fo r  the purpose of insuring the f u l l  and 
perpetual enjoyment of the b en efits  of a l l  kinds which the 
Canal should afford the two nations that made possib le i t s  
construction. «
Problems have a lso  arisen  in  connection with the oper­
ation  of commercial establishm ents in  the Canal Zone. Be­
cause of inadequate f a c i l i t i e s  for supplying consumer goods 
in  the Canal Zone, commissaries were set up by the United 
States Government. These commissaries plus the club houses 
and the post exchanges maintained by the United S tates m ill-
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tary serv ices have been considered by Panamanian merchants 
as serious competitors of th e ir  businesses* Although the 
Treaty of 1936 lim ited commissary sa le s  only to employees 
in  the Canal Zone, In actual practice merchandise found i t s  
way into the hands of others through transfer of commissary 
coupon books* Merchandise thus transferred to non-employees 
i s  considered by Panama and Canal Zone au th orities as contra-* 
band* E fforts to  cheok the sa le  of contraband by both the 
Panamanian and United States governments have been only par­
t i a l l y  successful* Bo s t a t i s t i c s  are availab le to  show how 
much merchandise passes from the commissaries through these  
i l le g a l  channels*
Another problem between Panama and the United States
has been the matter of bases for tha defense of the Canal*
After the United S tates entered the Second World War, Panama
declared war on Japan the day a fte r  Pearl Harbor* To provide
for the defense of the Canal an agreement was signed on
May 18, 1942, between the United States and Panama, which
permitted the use by the armed forces of the United States
of numerous defense areas in  the Republic of Panama outside
the Canal Zone. The largest of these was the Rio Hato a ir
base located about eigh ty  m iles southwest o f the Canal. Por
th is  base the United States agreed to  pay an annual rental
of #10,000* By the end of the war the United States had con-*
2?structed some 134 defense s i t e s  in  Panama*
^Schyier, M*P The American tear Book:* Now Yorks Thomas 
Kelson & Sons, 1948, pp« 119-120o’”
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According to A rticle  V of the 1942 agreement a l l  
lands taken over by the United States were to be evacuated 
one year a fte r  the treaty  of peace had been signed*^2 The 
United States , however, retained fourteen of these bases 
a fte r  the end of the war, including the bomber base at Rio 
Hato« To th is  action  the people of Manama protested * Sub­
sequent negotiations between the executive powers of the two 
governments resulted  in  a new agreement {December 10, 1947) 
by which Panama agreed to  leas© the Rio Ha to base to  the 
United States for a period of ten years with the p r iv ileg e  
of a ten year renewal period® The same agreement provided 
for the leasin g  of other bases® However, strong  opposition  
developed to  th is  agreement and the National Assembly of
Panajjaa refused to approve the trea ty  by a unanimous vote€
cast on December 22, 1947® Orders, therefore, were given by 
the United States for the immediate evacuation of the bases® 
As a resu lt of th is  controversy the Congress of the United 
States discussed the p o s s ib ility  of building a sea -le v e l  
canal through Nicaragua, trying in  th is  way to influence and 
obtain a reconsideration of the rejection  made by the Pana­
manian Assembly®23 Both governments have been trying since
ppConvent o D efin itlvo  sobre Arrendamiento de S it io s  da 
Defensa en la  Republic de Panama, firmado e l  18 de mayo de 
1942, Panama: Imprenta ”Acoion C atolica1*, Articulo Vo
^ S ch y ler , op® q i t . ,  pp» 119-120®
then to s e t t le  t il ls  problem but a d e fin ite  agreement has not 
yet been reached* Failure to  arrive at a sa tis fa cto ry  agree-* 
meat does not mean that fanama i s  unw illing to cooperate 
with th e  United States® I t  l s 9 ftewever* the desire of the 
people from Panama that. International agreements wben signed 
must be honored.
CHAPTER IV
TRADE RELATIONS BETWEEN PANAMA AND THE UNITED STATES
The foreign trade of the Republic of Panama has always 
been distinguished by a great volume of v is ib le  imports, 
while the v is ib le  exports have been an in terestin g  but not 
an important part in  the trade of Panama * The economy of 
Panama depends, in  large measure upon the extent of commercial 
a c t iv ity  and employment in  the Canal Zone.
Despite i t s  re lian ce upon commerce, Panama i s  essen t­
ia l ly  an agricu ltural country, yet agriculture i s  r e la t iv e ly  
so undeveloped that food stu ffs make up an important share of 
to ta l importations. According to  Table XV, i t  can be seen  
that agricu lture i s  the predominant a c t iv ity  of the popular 
tio n  ga in fu lly  employed over ten years of age, followed in  
importance by employment in  the Canal Zone. As the economy 
of the country has been dependent upon commercial a c t iv i­
t i e s ,  p articu larly  since the construction of the Canal, 
l i t t l e  a tten tion  has been given to  agricu lture. However, 
since 1940 the Government of Panama, through the M inistry  
of A griculture, has been developing an agricu ltural plan, in  
order to  improve agricu ltu re. This subject i s  discussed in  
a section  of th is  chapter.
As a resu lt of the economic a c t iv i t ie s  developed in  
the Canal Zone, population has been concentrated in  th is
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TABL2 XY
mmumm of the hsfcblic of muiJA, orm tw  
m s s , oaumjiiY ssfLOSED, cussifxsd by
ACnYITY ACCQR3II1Q TO TBS CS55US Of 1040.
A ctiv ity  Total leroenta^o
TOTAL............... .  ♦ 207,718 100.0
Agriculture, Livestock and
FIthing. 108,181 58.8
employed in  the Canal 2ane«**.« 28,058 13*5
Manufacturing Industries 14,712 7*1
C o h e r e s . . . . . . . . 10,425 3.0
C onstruction ... 8,154 3.9
Public Gervioea and
Prof e ss io n a ls •»««*«**»**«.••.«. 10,512 5.1
Transportation and
Communication. 4,442 3.1
Other Industries. 373 0 .2
Occupation Unknown.....** ..« • • • 2,250 1*1
Sooarea:' U&jjajL a . ,  4  § s g p i  _
PafiiM* A publication of the Xater~Amorican 
C cSilsaion, Washington, 0 . 0 . ,  1946, p . 28a.
area, p rin cipa lly  In the c i t i e s  of Panama and Colon. In 1940 
308,111, or 30 per cent of the 674,403 inhabitants of the 
Hepubllo, including the Canal Son®, were liv in g  in  the Canal
3ono aM in  the c i t i e s  of Panama and Colon.^ (See figure 1,
*TLe population of the Glty of Panama was 111,893 and 
Colon City 44*391* Information token from Congo de iroblaoloe 
de Panama gn 1948* CompeMlo General, JmnamTTlprenta1’ISo'IoS il* 
1948, pp. W  f f .  fhe papulation o f the Canal Son® was distrib­
uted as follow s: Balboa (P acific  side} 31,503 and Cristobal
(Atlantic side} 30,325* Information taken from Lelacd, 3«,
A SOBS* £a the kggBB& M U M  fit •  publication of
the XnfcsreiiMnefea Caw$5sion, eaafeingten. **. C#,1946, pp. 81 f f .
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page 77, showing the d istr ib u tion  of population in  the Repub­
l i c  of Panama)•
As opportunities for employment developed in  the Canal 
Zone, people from rural areas of Panama and neighboring 
countries moved into the Zone* War esp ec ia lly  accentuated 
the abandonment of agricu ltu ra l works for employment in  the 
Canal Zone. Consequently, population increased rapidly in  
the area near the Canal and w ith  i t  there was an increase in  
imports. Over 95 per cent of the country’ s imports are re­
ceived in  the two main c i t i e s  (Panama and Colon), and as a 
consequence nearly a l l  imported goods pass through the hands 
o f persons or companies doing business there. In 1946, of 
the $56,057,498 of commodities imported, $43,923,440, 'or 78 
per cent of the to ta l  value of imports, was consigned to the 
c ity  of Panama’ s customhouse and $9,195,179, or 17 per cent, 
to the warehouse of Colon. I t  may, therefore, be observed 
that for the nine provinces in  the Republic of Panama 95 per 
cent of the to ta l value of imports was directed to  the prov­
inces of Panama and Colon, and the remainder, only 5 per 
cent, was d istributed  among the customhouses of the other 
provinces.2
In the same way that imports are concentrated in  
Panama and Colon, so are ca p ita l investments. For instance
^Estadlstiea Panamena, Vol. 6 Ko. 2, Febrero de 1947, 
Panama: E stre lla  de Panama, po 64o
M apas Cartocra f t  para  D ibujos, M anama No. 7290
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as of March 15, 1947, 86 per cent of the to ta l Investments 
of $101,206,700 in the entire Republic was held in  these two
provinces* Of the 86 per cent, §74,615,000 was invested in
the Province of Panama {including the Province of Darien) 
and §12,717,200 in  the Province of Colon, She remainder, or 
§13,775,600 was invested in the other s ix  provinces*^ JxS 
would be expected, the p rin cipal investments were made in 
commercial a c t iv i t ie s ,  the amount being §40,507,800 or 
roughly 40 per cent of the to ta l*  Of th is  amount §37,394,000 
was concentrated in the provinces of Panama and colon {includ­
ing Darien)*
Prom 1936 to 1946 imports averaged 88*22 per cent of 
the to ta l trade of Panama, while over the same period exports 
reached an average of only 11*78 per cent* xhe d e f ic it
during the period from 1936 to 1946 ranged from $13,000,000
in 1938 to  §49,000,000 in  1946.
Exports* Of Panama's to ta l exports the United sta tes  
has been talcing approximately 55*87 per cent for the period 
1936-1946. As can be seen in  fab le 2C7II, from 1936 to 1946
t •
the exports fronfPaaama to the United s ta te s  varied from
SIb id *., Vol. 6 Ho* 11, Boviembre de 1947, p., 45*
i
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TABLE XVI
TRADE OF THE REPUBLIC OF BAHAMA FROM 
1936 TO 1946 
(in  D ollars)
Year Imports Exports D efic it
D efic it
Percentage
1936 18,989,846 4,158,406 14,831,440 73.10
1937 21,823,175 4,069,727 17,758,448 81.35
1938 17,651,454 3,743,968 13,907,486 78.78
1939 20,463,765 3,487,408 16,976,357 82.95
1940 22,791,790 4,054,866 18,736,924 82.20
1941 32,917,392 4,283,145 27,914,247 86.69
1942 37,579,517 2,229,028 35,350,489 94.06
1943 40,267,592 1,934,123 38,333,469 95.19
1944 38,289,766 2,927,229 35,362,537 92.35
1945 45,648,124 4,501,842 41,146,282 20.13
1946 56,057,498 6,800,779 49,256,719 87.86
Source:. Information given by Direceion de E stad istica  y 
Censo de la  Republica de Panama, 1948*
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§1,494,000 or 39*20 per cent of to ta l exports in 1943 to  
$5,801,000 or 67*95 per cent of the to ta l  in 1946* The 
highest per cent was reached in 1941 when i t  amounted to  
73*54. per cen t.
I t  may a lso  be observed in  Table M i l  that since 1945
the exports from Panama to  the United s ta te s  have Increased
because of the return to more or le s s  normal conditions and 
the Increase of f a c i l i t i e s  of transportation* In 1945 a 
m illion -d o llar  increase ever the exports of 1944 was r e g is te r ­
ed in  the exports to the United s ta te s , amounting to  
$2,765,000, or 46*50 per cent in  the to ta l  exports from Pana­
ma* The follow ing year (1946) an Increase of 3;000,OOP was 
made over the exports to  the United s ta te s  in 1945, reaching 
in  th is  year 67*96 per cent of the to ta l value of the exports
of Panama* Buyers from panama in 1945 which tra iled  the United
States*in  importance were Puerto Rico {§165,955), Ouracao 
{§141,660), and Mexico (§153,800)* In 1946 Important buyers 
other than the United s ta te s  W8re kv/edeo (§860,954), Horway 
(§254,718), ana Puerto Kico (§244,068).4
The decline in exports from Panama to the United sta te s  
from 1942 to 1945 was caused by the shortage of shipping fa -
-E stad istica  Panamena, Vol* 6 So* 1, Panama: E stre lla  
de Panama, 1947, p* 81* {This information does not include 
reexportation)*
Tm v m y w  s ta te s , tears
( In  th o u san d s o f d o l la r s )
Tear Total 
Exports*
Exports 
to  V +&*&■*%
Exports to  .tJ*S«A* 
Percentage
1936 7,460 4,594 61*31
1937 8,619 4,033 53.63
1 9 3 8 . 7 ,668 3*352 43.71
1939 0,826 3,582 52*4?
1940 7 ,015 4,279 60*99
.1941 6,436 4,727 ' 73*54
1943 3,967 2,745 69*20
1943 3,811 1,494 39*20
194.4.. 3,896 1*796 46*10
1.945 5,945 2,765 ' 46*30
1946- 8,536 5,801 67*95
^SS^esT'^^^i^IW tioa' 'panameaa'̂ ’J yoT^'T' f io 'C S T ^ ^ o a * 
E stre lla  de Panama, 1948, p* 115 {Including reexports) c
^ S ta tis t ic a l Abstract o f  the United S ta tes , 
publications of 1945 and 1948» '
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c i l i t i e s  for the transportation of bananas, the principal
v
produot in  the exports of Panama« Bananas in  1938 represented  
74 per cent of the to ta l value of the exports of Panama, while 
in  1942 they amounted to 81 per cent, but in  1943 dropped to  
only 39 per c e n t .5 The export of th is  product i s  under con­
tr o l  of a United S tates enterprise, the United Fruit Company, 
which has heavy investments for the production of bananas in  
Central America* As in  most of the cases of the foreign  
companies in  Latin America, production has been directed to  
s a t is fy  a foreign  market and not the domestic market*
The export of bananas brings to Panama an addition­
a l revenue as a resu lt of export duties imposed upon th is  
product* According to a contract signed in  1927 between the 
United Fruit Company and the Government' of Panama fo r  a 
th ir ty  year period, the company agreed to pay the Republic 
of Panama one cent on each bunch of bananas exported up to 
March 12, 1934, and two cents for  each bunch of bananas 
exported from that date u n til March 12, 1957* The income 
received by Panama from export duties on bananas i s  r e la t iv e ly  
small in  the to ta l rece ip ts  of the Republic, because exports
5Panamerlcana Commercial, Vol. XVI No* 1, nEconomia 
Nac 1 o 1 de pa noma A  publication  of Union Panamericana, 
Washington, D. C., 1947, p. 27*
^Leland, p£. c i t  * B p. 57.
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as a whole are not very s ig n if ic a n t. A 'd eta il o f  th is  in ­
come and i t s  r e la t iv e  importance in  the to ta l  rece ip ts  of 
Panama i s  given in  fab le  MIXXn
There was a decline In the exports of bananas in  1943 
as a consequence of the d iv e r s if ic a tio n  of production prac­
ticed  as a consequence o f the ware7 The production of abaca 
and rubber was developed. Abaca production was in ten sified  
as a re su lt of the in a b il ity  of the United S tates to Import 
hemp from the P h ilip p in es, Before the war the United Fruit 
Company undertook* on an experimental has i s  * the cu ltiv a tio n  
of abaca and on December 23* 1936, the company signed a con­
tract with the Republic of Panama for  the development and 
production of abaca, This contract was for th ir ty  years and 
the company agreed to cu ltiv a te  at le a s t  400 hectares and to  
esta b lish  a processing plant for the manufacture of the 
product*® Exports of abaca in  1942 were 3 per cent of the 
value of to ta l  exports; in  1943 they amounted th 15 per cent, 
and in  1945 reached 85 per cent* How the export of abaca 
depends upon the extent to which i t  can compete with 
Manila fiber* Rubber exports varied from 1 per cent in  1943 
to 14 per cent in  1943* After 1943 production or rubber de­
clined  whereas the output of abaca increased* amounting in
^Panamerieana Commercial* op. c l t , * p* 2?.
®l»eland:0. op. v P* 5$®
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TABLE XVIII
EXPORT DOTIES OH BAHAMAS AMD THEIR 
RELATIVE HiPOKTANCE IH THE TOTAL RECEIPTS 
OF THE REPUBLIC OF PANAMA*
YEARS 1936-1944
(in  Dollars)
Year* Total
Receipts
Export 
Duties on 
Bananas
Percentage 
of to ta l  
Receipts
1936 9,402,606*67 ' 121,742.00 1.30
1937 10,154,402.89 118,553.24 1.22
1938 - 10,320,042.88 129,022.96 1.32
1939 13,049,179.39 107,326.41 0.85
1940 13,935,149.63 115,411.68 0.93
1941 21,621,459.63 112,487.98 0.68
1942 22,493,188.95 36,712.19 0.17
1943 27,638,245.44. 18,354.86 0.07
1944 27,197,969.13 22,651*29 0.09
* Cash rece ip ts . F isca l years ended December 31* 
Sources Leland, op. c i t . ,  pp. 3f and 4a.
1945 to 25 per cent o f tiie to ta l value of the exports of Pan­
ama* Bananas in  the same year (1945) amounted to 45 per 
cent of the to ta l value of exports in  contrast with 32 per 
cent in  1944*
Exports to the Canal Zone* Although the Canal Zone 
i s  a market for Panamanian products, esp ec ia lly  agricu ltu ral
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products and m eat, tiie volume of such s a le s  i s  not la rg e  be­
cause production  of these  products i s  .small *
In  1946 Panamanians sold to  th e  Panama Canal and th e  
Panama E aiiroad  coxmsodities amounting to  # 1 ,3 0 0 ,3 0 7 ,  These 
sa le s  although considerab le  would have been g rea te r i f  th e  
products needed by th o se  in s t i tu t io n s  could have been supp lied  
by Panamanians® As shown I s  fa b le  XIX, the p o te n tia l  sa le s  
to  the Canal Zom in  1940 amounted to  14,559,400 or approxi­
m ately  B50 per cent over ac tu a l sales®
. In  the same year {1946} th e  purchases made by the 
Armed Forces of the  United S ta te s  from Panama amounted to  
# 5 ,3 3 4 ,7 9 4 o 2 3 ® ^ . Of the to t a l  products required, from the
TABLE XIX
SALES MALE BY P 0 M  YG YHB CMAL ZD M  -Aim  THE
p o t e n t i a l  m & m z m  ® i  zom  x h  1940 ,
t in  h o lla r s )
I n s t i tu t io n s
T o ta l
S a les
P o te n tia l
Sales
TOTAL ®®»•»* & ‘ 1,360,327 *10 4,559,500®00
Commissaries® *•**.* 458,865*08 3 ,613 ,300®00
Storehouses® **«•««« 186,501*42 383,200*00
H otels s  o « q. ® ® 188,760000 210,500*00
Clubhouses. 440,100®00 452,400*00
Source* " Aide-Memoire "bF 'tB e'^iiihed^Staies TSbassy in  Panama 
to  the M in is te r of fo re ig n  A ffa irs  of Panama, Hovember 23, 
1940, p* 8,
9Ib id .„ p. £>.
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Canal Zone only bananas sa t is f ie d  the demand * In addition  
to sa le s  to  the Canal Zone in s t itu t io n s , in v is ib le  exports 
were made to the Canal Zone through the purchases made in  
Panama by United States residents in  the Zone, but no s t a t i s ­
t i c a l  data are ava ilab le .
As observed in  th is  d iscussion , the sa les  to the  
Canal Zone play an important role in  the exports of Panama.
Imports. As previously pointed out (page 76) v is ib le  
imports are a major factor in  the foreign  trade of Panama. 
According to Table XVI, page 79, Imports have been flu ctu a t­
ing from #17,000,000 in  1939 to  #56,000,000 in  1946. Ex­
cepting the years 1937 and 1944 an increase has been recorded 
each year from 1936 to  1946 * From 1941 to 1946 the Increase 
In Imports of Panama was due mainly to the increased percent­
age of working' population employed In the defense industries  
of the Canal Zone and to  the im p ossib ility  of the lo c a l  
markets meeting the increased demand for commodities.
Before the Second World War the imports of Panama 
were provided p rin cip a lly  from the United S ta tes, Japan, Ger­
many, England, China, and France. As shown in  Table XX more 
than 50 per cent of the imports were supplied by the United 
S ta tes . Japan and Germany ranked high as exporters to  Panama. 
In 1936 shipment from the United States amounted to  51.5 per 
cent of a l l  imports to Panama and by 1940 over 73 per cent.
8?
TABLE XX
RELATIVE IMPORTANCE OF PRINCIPAL SELLERS TO 
PANAMA FROM 1936-1940.
( la  percentages)
Country 1936 1937 1938 1939 1940
United States 51.5 52.0 57.4 58.2 73.0
Japan 15.5 14.2 9.3 9 .8 7.7
Germany 4 .3 5.4 6.2 7.9 1.0
England 6.1 5.8 4 .8 4 .7 3.3
China 3.8 4 .1 3.0 2 .8 3.2
France 3.9 3.1 2 .3 2.4 1.1
Canal Zone 3.5 2 .8 3.6 2 .8 3.2
Source: Direocion de E stad istica  y Censo de Panama# R. P ., 
1948.
As a resu lt of the Second World War, the European 
and A sia tic  nations were replaced in  part as suppliers of 
Panama by Latin American countries. The imports from 
Germany which had amounted to §1,620,216 in  1939 dropped to  
§230,071 in  1940, or 85 per cent. Exports from Japan f e l l  
from §2,007,236 in  1939 to §1,759,873 in  1940, or 12 per 
cent. (Table XXI, page 89).
In sp ite  of the re str ic tio n s  imposed during the war, 
imports from 1941 to 1946 increased in  order to s a t is fy  the
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demand of the working population, employed in  the Canal Zone®
Because the United S tates restr ic ted  exports to Panama, 
Panamanian importers began purchasing from other Latin Ameri­
ca countries® As can be seen in  Table XXII imports from the 
United States dropped from #28,708,123 in  1942 to #25,655,604 
in  1943® However, by 1946 the value of imports from the 
United States had r isen  to #40,154,114®
From 1941 to 1946 the principal Latin American s e l le r s  
to  Panama were Argentina, Mexico, Chile, and Colombia® (See 
Table XXII, page 90)® Argentina in  1941 sold to Panama goods 
valued a t only #301,174, but in  1945 her volume of sa le s  
to ta led  #3,825,164; Mexico in  1941 sold to  Panama #55,679 
worth of merchandise but by 1945 her sa les  reached a to ta l  
of #2,314,254, thus becoming the th ird  most important sup­
p lie r  of Panama In 1945. Purchases In Chile and Colombia 
combined rose roughly from #100,000 in  1941 to  #1,000,000 in  
1946.
Although during the war (1942:*1944) imports from the  
United States to Panama decreased, i t  may be observed in  
Table X&III that the United S tates continued to control th is  
market. Over the eleven year period from 1936 to  1946,
Imports from the United S tates to  #28,708,000 in  1942 or 
nearly 76.5 per cent in  1942, they had declined to  #25,190,000 
in  1944 or almost 66 per cent. Imports from the United States  
/
i
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TABLE XXI
PRINCIPAL SELLERS TO PANAMA, 1936-1940 
(In Dollars)
Country 1936 1937 1938 1939 1940
United States 9,777,674 11,359,092 10,138,378 11,916,685 16,645,743
.'Japan 2,986,536 V 3,089,308 1,633,923 2,007,236 1,759,873
Germany 823,778 1,168,818 1,100,827 1,620,216 230,071
England 1,165,425 1,275,465 840,934 970,781 772,482
China 728,040. 886,075 535,867 562,838 728,646
Prance 739,457 ' 672,899 389,950 492,563 270,915
Canal Zone 659,452 625,965 633,778 581,718 741,995
Sources Direccion de E stad istlca  y Censo de Panama, R * 1948.
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TABLE XXII
PRINCIPAL SELLERS TO THE REPUBLIC OF PANAMA, FROM 1941-1946
(In D ollars)
Country 1941 1942 1943 1944 1945 1946
TOTAL 32.91?,392 37,579,517 40 * 267,592 38,289 *766 45,648,124, 56.057,498
TJ.S-.A. 26,416,051 28,708,123 25,655,604 25,190,819 28,520,926 40,154,114
Mexico 55,679 1,681,102 8,359,204 1,658,543 2,314,254 1,046,680
Canal
Zone 1,620,525 1,756,428 1,924,692 2,061,094 2,090,356 3,539,202
Argentina 301,174 779,413 3,480,426 3,547,157 3,825,164 3,415,286
Chile 122,666 271,064 657,757 978,274 1,188,385 1,004,472
Colombia 103,041 625,192 1,232,530 857,528 887,075 1,246,380
B razil 42,173 339,106 327,655 520,692 1,136,597 .306,519
England 1,044,582 583,624 1,017,024 590,109 781,784 957,111
Souroes Direccion de E stad istica y Censo de Panama, P 0
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TABLE XXIII 
IMPORTS FROM THE UNITED STATES AND THEIR 
RELATIVE VALUE IN THE TOTAL IMPORTS 
OF THE REPUBLIC OF PANAMA, 1936-1946
Ym v
Total Imports
• rof:,PAnama
Imports from 
the U.S.A.
Percentage
1936 §18,989,846 § 9,777,674 51.48
1937 21,828,175 11,359,378 52.03
1938 17,651,454 10,139,378 57.44
1939 20,463,765 11,916,685 58.23
1940 23,791,790 16,645,743 73.03
1941 32,917,392 26,416,051 80.24
1942 37,579,517 28,708,123 76.39
1943 40,267,592 25,655,604 63.71
1944 38,289,766 25,190,819 65.78
1945 45,648,124 28,520,926 62.47
1946 56,057,498 40,154,114 71.63
Source: Direccion de E stad istica  y Censo de Pana­
ma, R. P ., 1948.
93
TABLE XXIV 
IMPORTS PROM THE CANAL ;ZOHE AND THEIR 
RELATIVE VALUE IN THE TOTAL IMPORTS 
OF THE REPUBLIC OF PANAMA 
1936 to  1946
Year
Total Imports 
of Panama
Imports from 
the Canal Zone Percentage
1936 # 18,989,846 $ 659,452 3.50
1937 21,828,175 625,965 2.80
1938 17,651,454 633,778 3.60
1939 20,463,765 581,718 2.80
1940 22,791,790 741,995 3.20
1941 32,917,392 1,620,525 4.90
1942 37,579,517 1,756,428 4.70
1943 40,267,592 1,924,692 *’ 4.80
1944 38,289,766 2,061,094 5.40
1945 45,648,124 2,090,356 4.60
1946 56,057,498 2,529,202 4.50
Scarce; Direccion de E stad istica  y  Censo de Panama,
R« P . , 1948o
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TABLE XXV
COMPARISON OF RETAIL PRICES OF SELECTED COMMODITIES 
IN PANAMA CITY AND CANAL ZONE COMMISSARIES.
MARCH 15, 1946
(In cents)
P r i  o e Ratio of price
A rtic le Unit Panama Canal in  Panama City
C ity. Zone to that in  C.Z
Eggs............... .. Dozen 80.0 68.0 118
Milk, evaporated*14-l/2 oz. 17.0 13.0 131
Milk, condensed *14 oz. 22.5 18.0 125
Cheese, Amer. •
Cheddar*. . . . . . Pound 80.0 39.0 205
Lard..................... Pound 36.0 21.0 171
Shortening. . . . .
v eg e ta b le .. . . . Pound 35.4 . 21.0 169
Tomatoes, canned*! lb .3  oz. 50.0 16.0 312
B eets, canned*. 1 lb «4 oz• 35.2 13.0 271
P o ta to es .. . . . . . Pound 10.0 ‘ 6.6 152
S p lit  P eas* .* .. Pound 15.0 13.0 115
Prunes*.♦ . . . . . . Pound 36.7 20.0 184
Pears, canned*. 1 lb .IS oz. 50.0 33.0 152
Macaroni*........... Pound 25.0 10.0 250
Rolled O a ts .. . . 1 lb* 4 oz . 30.0 21.0 143
R ice. Pound 10.0 12.0 83 ’
Soup, tomato, - •
canned*.. . . . . . 10-1/2 oz. 20.0 9.0 222
Soup, vegetable,
canned*.........*. 11 oz. 20.0 15.0 133
Sugar........... .. Pound 12.5 8 .0 156
Tooth p a s te * .. . 5 -3 /4  oz. 50.0 35.0 143
Tooth brush*... Unit 50.0 30.0 167
Talcum powder*. Large 60.0 30.0 200
Soap, t o i l e t * . • Bar 14.8 11.0 135
Soap, laundry.. Bar 15.0 7*0 214
Soap, laundry,
granulated .. . . Large 42.8 25.0 171
Adhesive tape*. 1-I2x5yd• 28.0 7.0 400
Milk of magnesia*12 oz. 72.2 35.0 206
Yeast ta b le ts ,• 100 tab. 76.6 31.0 247
Kerosene. . . . . . . Gallon 25.0 7.0 357
Average 190
*Well known United States Brand
Source: Lynch, op. Cit 9 , P . 27.
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sources of governmental revenue, there has been a strong 
tendency for them to be high. Evidence of th is  tendency to  
re ly  heavily  on imports for revenue from 1956 to  1944 i s  
the fac t that the average o f import duties in  the to ta l re­
ce ip ts  of the Hepublic of Panama amounted to  27*56 per cent* 
(See Table XXVI) • In commenting upon the import duties of
TABLE T O
TOTAL REVENUE OF THE PANAMANIAN GOVERNMENT 
BY MAJOR SOURCES, AVERAGE 1936-1944
(in  thousands, of Dollars)
Group Average
rece ip ts
Percent 
of to ta l
Import duties $4,650 27.56
Consular duties 1,264 7.18
Import and consular duties 6.114 34.74
Export d uties 92 0.53
Bonded warehouses 30 0.17
Internal revenues 4,767 27.09
National serv ices 463 2.63
Public domain 877 4.98
Sundry receip ts 618 3.51
Benifioence section 2,887 16.40
Special revenues 164 0.93
Total revenues 16,012 90.99
Other income 1.586 9.01
Total Receipts I7“f§ 5 100.66
Source: Lanok. ft*. Report on the T ariff P olicy  of Panama*
A publication  of the Inter-American Development Commission, 
Washington, B. C*, May 1946, p. 19.
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Panama, Dr* David Lynch recently stated  that
4,Bigh Import duties have served to subsidise  
the Canal &one commissaries* Duties suoh 
as 300 percent ad-valorem on potatoes and 
300 percent on canned tomatoes put a high 
premium on clandestine trade across the 
Canal Zone boundary lines*  The in evitab le  
consequence, of course, i s  to decrease the 
income of Panamanian merchants as w ell as 
the customs revenues of the Government***
Dr* Lynch a lso  found that merchants* margins in  Panama
were frequently excessive* He discovered, too , that nthe
prevailing tendency to do business on the basis of low-voluae
and high mark-up provides a strong motive for both leg a l and
clandestine trade in  the Canal &ona**^
m z  £2£ S m 6 H  I lM  SM M M - Imports of
Pamm are greater than i t s  e v e r ts *  (Page 78) f The princi­
pal reasons for th is  relationship  are (1) in su ff ic ien t devel­
opment of agriculture and timber resources, (2) inadequate 
transportation f a c i l i t i e s  in  the rural areas, and (3) high 
labor costs* In Panama a large number of the persons en­
gaged in  agriculture operate at d ifferen t prim itive levels*  
There i s  l i t t l e  modern equipment* Because vegetation grows
u i.yaoti. u .,  import m M B l i p . M l s z  2L jaaafa. 
Washington, D. G*: a publication of Inter-Jm-rioan Develnp- 
ment Commission, May 1946, p. 39* Dr* David Lynch, a t the 
request of the Government of Panama, was se lected  by the 
United States T ariff Commission to  make a study of t a r if f  
practices In the Republic of Panama*
*% bld*«. p* 9*
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so rapidly and luxuriantly agriculture reso lves i t s e l f  in to  
a b attle  between the farmer and grass. Consequently, there 
i s  l i t t l e  opportunity for most farmers to produce more than 
tiie ir  subsistence need3.
Although Panama has availab le a l l  types of in ternal 
transportation, yet these f a c i l i t i e s  are inadequate. For 
instance, there i s  a national highway running the en tire  
length of the populated area of Panama, but unfortunately the 
road passes through the le a s t  productive areas in the country.
■ Thus, the highlands, which- are considered the most f e r t i l e  
lands of the Republic, have not been developed to the extent 
of th e ir  p o te n t ia l i t ie s .13
High labor costs in  agriculture are caused by a n ti­
quated agricu ltu ral p ractices, small rural population, and 
the scarcity  of in tern al transportation f a c i l i t i e s .  U ntil 
these costs  are reduced, the chances for surplus production 
are held in  check.
I t  i s  in terestin g  to  note at th is  point that fin ished  
manufactures are the principal imports of Panama. As shown 
in  Table XXVII, page 99, imports of food stu ffs during 1944 
to  1946 accounted fo r  around 19 per cent, or nearly one f i f t h
15
Maddock, Ir<>, T ., ”The Agriculture of Panama Present 
and P oten tia l”, The In stitu te  of Inter-American A ffa irs,
Food Supply D iv ision , Special Report, Washington, D. 0 . ,  
November 1945, pp. 31 f f .
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of the to ta l Imports of Panama« Over th is  same period f in ­
ished manufactures amounted to 68 per cent or more than two- 
th irds of a l l  imports*
Government a id s* A new attitu d e toward production i s  
talcing root in  Panama. In order to ra ise the le v e l o f produc­
t io n , esp ec ia lly  in  agricu ltu re, the Panama government has 
in st itu te d  a number of measures* Among these measures are 
the establishment of an agricu ltural school and an experi­
mental sta tio n  at B ivisa in  the province of Herrera. The 
agricu ltural school o ffe r s  a three year course in  p ractica l 
agriculture* The courses are completely free and the pur­
pose of the school i s  to  disseminate agricu ltural knowledge 
throughout the country* In the experimental sta tion  plants  
and animals are tested  and tr ied  for acclim atization  and 
resistan ce to  lo c a l clim atic conditions and diseases*
Technical assistance i s  given to the farmers through spec­
i a l i s t s  employed by the Government. Purebred c a t t le ,  such 
as Brown Swiss, Aberdeen Angus, Herefords, H olstein , and 
Santa Gertrudis have been imported to improve the dairy and 
beef herds of the Republic. Tick baths have been construct­
ed at government expense in  the most densely cattle-popu­
la ted  areas and breeding sta tion s have been established  
throughout the country where, for a few cents, farmers can 
make use of purebred c a t t le .  In summary, "the development
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TABLE XXVII
VALUE OF THE IMPORTATION OF THE REPUBLIC OF PANAMA, 
B¥ TARIFF GROUPS, FROM 1944 to  1946.
(In Dollars)
1944   1945______   1946 .
Value Percent Value percent Value Percent
of to ta l ________ of to ta l____________ of to ta l
TOTAL 38.289,766 100.0 45.648.124 100.0 56.057.498 100.0
A Live Animals 448,087 1.1 310,371 0.7 510,498 0.9
B Foodstuffs 8,190,541 21.4 8,420,060, 18.4 9,354,609 . 16.7
C Beverages 1,034,867 2.7 1,259,961 2.8 1,601,797 2.9
D Semi­
manufactures 3,812,422 . 10.0 4,259,199 9.3 5,044,953 9.0
E Finished
Manufactures 24,803,849 64.8 31,398,533 68.8 39,545,255 70.5
Source: E stad lstlea  Paneuaena, Vol. 6 No. 2,Fe& rero 1947, p. 57.
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of the agriculture of the country (Panama)", as Mr. Maddock 
says, "w ill depend on immigration, the development of a 
transportation system, b etter farm financing and the tra in ­
ing of the .local population in  better agriculture p ractices, 
a l l  of which at the present time are dependent on govern­
ment p o lic y ." ^
By means o f le g is la t io n  the Government of Panama offers  
speoia l inducements for the establishment of certa in  business 
enterprises connected with agricu ltural industry. One of 
these inducements i s  the free  importation of in i t ia l  machin­
ery in s ta lla t io n s . Another permits duty free the importation 
o f to o ls ,  containers, coloring m aterials, and th e .lik e  which 
are necessary for the manufacturing and packing of butter, 
cheese, and other products derived from the milk industry* 
Exemption from national and municipal Imposts upon the in ­
s ta lla t io n s , lands, and products of such in du stries i s  grant­
ed in  return for which certa in  ob ligations are imposed.
S t i l l  other concessions may be obtained by means of con­
tra cts  with the Government, approved by speoial le g is la ­
t i o n .^
^Maddock, op. cjLLa, p p ..40 f f .
^Hoffman, T ., and R afferty, W., "Establishing a 
Business in  Panama," International Reference S ervice. Vol.
4 No. 39, August 1947. (A p u b lica tion 'of the United 
States Department of Commerce) pp. 8 f f .
Through a government in s t itu t io n , Banco Agro-Pecua- 
r io  e In d u str ia l, established in  1941, loans are granted 
for the development of agriculture and related  industries*  
These loans are granted upon guarantees of harvest, c a t t le ,  
equipment, or mortgage upon any other property that the  
b eneficiary owns* The rate o f in tere st i s  f iv e  per cent per 
annum upon agricu ltu ral loans and s ix  per cent per annua 
upon commercial and in d u str ia l l o a n s I n  1946 theso  
loans amounted to Ql,495,6&3<>06, and were distributed as 
follows* commercial loans (j4j>411*71| agricu ltural loans 
0357,256*07$ c a tt le  loans $838,808*59$ in d u str ia l loans 
0351,051*40 and money advanced on crops 0244,394*20*3,7
^ lem orla  d el Banco ACTonecuarlo e Industria l {1941- 
1948), Panama: T aiieres lfLa Kacion, 3* A*y 1948, pp« 63 ff*
^ Ib id *ft Balance do Sltuacion lunio SO, 1646*
CHAPTER V
THE RELATIONSHIP BETWEEN THE BALANCE OF INTERNATIONAL RECEIPTS 
AND PAYMENTS OF PANAMA AND ITS NATIONAL INCOME.
I .  INTERNATIONAL RECEIPTS AND PAYMENTS OF THE 
REPUBLIC OF PANAMA.*
Excepting the year 1944, the sum of a l l  receip ts  and 
cap ita l decreases has exceeded the sum of a l l  payment and cap­
i t a l  increases during the period, 1939 to 1945. (Table XXVIII, 
page 103). From 1939 to 1945, in c lu siv e , the to ta l .o f  re­
ce ip ts  and cap ita l decreases increased from #28,704,000 to 
#78,728,000, or three tim es. A ll payments advanced from 
#28,590,000 to #76,491,000 during the same period.
For many years Panama has faced an adverse balance of 
trade, in  1939 the net balance of payments in  the merchan­
d ise account was #14,091,000, which represented the excess 
of imports over exports; in  1945 i t  amounted to  #24,288,000.
The d ifference in  1944 was #41,757,000. {Table XXVIII, page 
103)• This adverse trade balance i s  covered by income de­
rived from labor services to agencies of other governments 
and by in v is ib le  serv ices to non-resident individuals in
*This chapter i s  based on a typewritten report render­
ed by Findley Weaver to the United States Embassy in  Panama. 
This report i s  named "Panama’ s Receipts from the Canal Zone 
in  Relation t^ her Foreign Trade and National Incomet" 1946.
TABLE XXVIII
INTERNATIONAL RECEIPTS AND PAYMENTS OF PANAMA, 1939-1945 
____________  (In thousands o f f lo l la r s )________________
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F isca l Years Ending June 30
________ ______________ ____________  -19M- 1MQ 1M ±^  J M 2  1943 1944 1945
A. Merchandise Trade . . . .
Payments for imports 20,540 24,285 26,651 42,434 41,169 51,221 36,405
Receipts for exports 6,449 5; 939 7,875 7,819 9.471
&L.698
9; 464 12;117
Net balance o f payments T4;o9l is; m 18,7?$^ 34,61$ 24,288
Other Current Transactions
Receipts:
Wages and sa la r ies  o f
Canal Zone employees 11,651 24,935 43,454 59,455 60,481 40,938 35,636
Pensions & d isa b il ity
r e l i e f  from Canal Zone 100 129 151 165 176 195 176
Individual non-resident •
expenditures in  Panama 9,048 12,058 15,805 26,803 27,649 24,323 22;316
Other rece ip ts from C# Zpne 1,101 1,648 2,267 5,042 2,910 2*517 3,038
Income from con stitu tion a l
Fund 163 169 159 141 137 131 151
Expenses o f foreign  govt# 172 214 489 781 1,313 1;516 1,307
Total Receipts £ £ ,£55 w;T5z 62,32$ 92,367 s f ija s 597BBJ £2,Ml
Payments:
Freight on merchandise
imports 1,130 1,336 1,466 2,949 2,861 3,560 2,531
Insurance on merchandise
imports 231 316 931 2,175 1,081 832 592
Panamanian diplomatic
and consular corps 315 315 345 345 432 432 432
Expenses o f Panamanians
abroad 1,290 1,108 1,212 1,342 2,166 3,081 3,530
Debt serv ice and business
earnings 925 1,058 1,433 2,896 3,117 2,825 2,504
Services rendered and
purchases in  C. Zone 4,159
TftjSff
6; O il 8,327 11,170 13,530 14,280 17;383
Total payments 10,144 13,714 £0,877 Is,,207 25,010 26,972
Net Balance o f  rece ip ts 14,205 29,009 48,611 71,510 69,399 44,610 35,632
(continued next page)
TABLE XXVIII 
(continued)
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1939 1940 1*9-41__ 1942 1943 1944 1945
C. Capital Increases and 
Decreases:
Increases (decrease) United 
S tates Money In Panama 929 5,299 10,120 6,670 61 (3,846)
Decrease in  Panamanian 
S ilv er  coinage (56) (46) (151) (250) (185) (33)
Increase (decrease) in  
deposits with banks abroad 5,108 8,544 (8,835) 10,800 16,175 1,354
Increase In bond investments 
abroad 193 326 1,130 6,786 10,270 4,096
Other ca p ita l increases  
abroad
Decrease (increase) amounts 
due foreigners abroad (4.037) i7 l376) 8; 127 •954
7,664
(128)
Net cap ita l increases T.Tg’T 6 . W 10.391 24.900. 26.321 9.107
D* Canal Zone Receipts and 
Payments:
Receipts 24,451 41;660 64,772 96,340 98,549 75,420 69;266
Payments 4.159 6.011 8.327 11.170 13.530 14.280 17.383
Net receip ts from the
Zone ..... 20.292 _35.649 56.445 05.170 85..019. .61.140 51.883
Sum o f A ll Receipts and
Capital Decreases 28,704 49,185 77,622 109,198 102,327 79,269 78,728
Sum o f A ll Payments and 
Capital Increases 28.590 40.659 54.534 82.688 89.526 102,737 76.491
Difference due to 
errors and omissions 114 8,526 23,089 26,504 12,801 (23,468) 2,237
Source: Weaver, F ., Panama^ B eceipts from the Canal Zone in  R elation to her 
Foreign Trade and National Income# (A typewritten report, 14 pp#)
Embassy o f the United S tates o f America, Panama, R. P#, Tables VI and VII.
105
Panama*
R eceipts, Receipts have varied from #22,255,000 In 
1939 to  #92,606*000 in  1943* The principal sources of re­
ce ip ts  from 1939 to  1945 were wages and sa lar ies  of Canal Zone 
employees and Individual non-resident expenditures in  Panama* 
The receip ts from the Canal Zone from 1939 to 1945 increased  
over fourfold* {Table XSYIIX, page 104)* Receipts from 
other countries* exclusive of the Canal Zone* con sist o f pay­
ments made by the foreign diplomatic and consular corps ac­
credited  to  Panama* A small income is  received from the con­
s t itu t io n a l fund Invested in  New York**
Panamanian investments in  foreign  funds p rogressively  
increased from 1939 to 1944* (Table XX7XII)* The need fo r  
an expanded monetary c ircu la tio n  due to  accumulation of sav­
ings has been considered the principal cause for investments 
abroad* Bond Investments ranged from #193*000 in  1939 to  
110,270,000 in  1944*
There has been an increase in  a l l  receip ts since 19 39* 
The largest rece ip ts  were in  1942 and 1943, coincid ing with 
the peak of employment In the Canal Zone* A reduction in  
employment in  the Canal Zone in  the years 1944 and 1945 had
*The con stitu tion a l fund i s  an investment made at
New York as part of the #10,000,000 that the United S tates  
paid to  Panama for the Canal Zone*
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a d irect e f fe c t  on the to ta l receip ts of Panama. Receipts 
from wages and sa la r ie s  of the Canal Zone in  1944 dropped to  
$19,483,.000 below those in  1943, whereas a l l  rece ip ts  f e l l  
by $23,058^000.
Receipts from the Canal Zone in  1939 amounted to  
#24,451,000 or about fo u r -f ifth s  of a l l  r e ce ip ts . Three years 
la te r  the amount received from the Canal Zone had increased  
to  #96,340,000 which was equivalent to n ine-tenths of the 
to ta l  receip ts of #109,192,000. The rece ip ts  from the Canal 
Zone were c la s s if ie d  by Mr. Weaver as coming from three main 
sources. These were agencies of the United States Govern­
ment, individual non-residents of Panama and private business 
concerns. Most of the expenditures made by non-resident in ­
dividuals in  Panama were by c it iz e n s  of the United S ta tes.
Some of them l iv e  in  the Canal Zone while others are transien t 
population of merchant ships and naval v e s se ls .
Table XXIX on the follow ing page reveals that United 
States Government agencies are the principal sources of 
Panama’ s receip ts from the Canal Zone. I t  shows that these 
agencies account for more than 50 per cent of the to ta l  re­
ce ip ts  from the Canal Zone over the period from 1939 to  
1945, in c lu s iv e . In 1941 the receip ts from these agencies 
were #46,693,000 or 72 per oent of the to ta l from the Zone. 
Receipts from in d iv id u als9 expenditures tota led  $16,839,000,
TABLE XXIX
PANAMA’S RECEIPTS PROM THE CANAL ZONE CLASSIFIED BY SOURCE 
 ______ ;________ (in  thousands of d ollars)___________
1939 1940 1941 1942 1943 1944 1945
from United States Government
Agencies (d irect payments)
The Panama Canal 4,014 6,594 8,997 8,879 8,832 8,321 9,039
Panama Railroad Company 1,516 2,412 3,471 3,637 4,170 4,441 3,542
United States Army 7,107 17,217 27,217 39,041 37,100 23,628 17,877
United States Navy 589 1,178 5,503 12,183 15,684 10,583 11,500
United S tates Public Roads
Administration 14 1,505 2,371 1,077 437 1,357
War Shipping Administration 15 27 40 105
Total United States
Government Agencies 13,226 27,415 46,693 66,126 66,890 47,450 43,420
From individuals including
(a) Resident population,
c iv il ia n s  and m ilitary
and naval personnel
stationed in  Canal Zone
(b) Transient population,
crews on merchant
v e s se ls , crews on naval
sh ip s, c iv i l ia n  passengers
by a ir  and sea, and m ilitary
and naval personnel as
passengers 10,082 13,092 16,839 28,654 29,732 26,174 23,974
From business enterprises
in  the Canal Zone 1.143 1,153 1.240 1.560 1.927 1,796 1.872
Total receip ts 24,451 41,660 64,772 96,340 98,549 75,430 6$,266
Percent of to ta l:
United States
Government Agencies 54$ 66$ 72$ 69$ 68$ 63$ 63$
Business enterprises in the
Canal Zone 5 3 2 2 2 2 3
Individuals 41 31 26 29 30 35 34
Total Receipts 155$ 186$ 155$ 155$ 155$ 155$ 155$
Source: Weaver, F Ma n a ma *3 Receipts fro® the Canal Zone in  delation  her Foreign 
Trade and National Income, Embassy of the United States of America, Panama, 
H» P*> Table I ,  p* 5«
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o r  20  p e r  eonb0 and b u s in e ss  e n t e r p r i s e s  acco u n ted  f o r  
,>lj>26Q&G000 o r  2  p e r  cent®
IteOGlpfcs from bh© Canal 2©no are  derived a lso  from 
labor* w holesale brado* r e t a i l  trad es  and serv ices*  re n ta ls  * 
and payments fo r  various go*>&o and se rv ic es  to  business en­
te r p r is e s  and to  th e  Government® U'qggo sM  s a la r ie s  paid / 
re s id e n ts  of i 'a flo a  account roughly fo r  h a lf  of bbo t o t a l  
re c e ip ts  from bho Ganal lone® Ao can bo soon in  Table ;l;:; 
ragos and s a la r ie s  from tho Canal 2ojqc r©so from a l l *6^1*000 
in  1030 to  0$O*42X*COO in  1943 or an inersaGO of isore tban 
fo u r times® I t  i s  a lso  noted th a t  p a y ro lls  from tho Ganal 
Zone a re  g re a te r  than roeo ip to  derived  fro n  s a le s  o f a l l  re«» 
t a i l  trad e  and Gorvico businesses® Thus* in d iv id u a l Pana­
manians are  th e  p r in c ip a l  re c ip ie n ts  o f Canal Zone o:gpcndi- 
tupes* because rag es  and s c la r le a  are  th e  c h ie f  sources from 
uhieh  ro o o ip ts  aro obtained 0 followed by business incare  ®
Txi© voluno of tra d e  and se rv ice  c a rr ie d  on w ith the 
Canal &onc sprang f ro a  £8*000*000 in  1939 to  a aasiauB of 
C£0*93G*0GG in  1943® Among th©S3 se lle rs*  n igh t clubs* bars* 
and re s ta u ra n ts  c/oro th e  p r in c ip a l businesses® T heir r e ­
c e ip ts  v aried  from v£s&7O„OG0 i& 1939 to  £8*354,000 in  1943® 
According to  T'r® Joavor’s c a lc u la tio n s s ro e e ip ts  availab le- 
to  business in  Panama have increased  s ince  1959® The amount 
of purchasing power derived  from the Canal &oae and made 
a v a ila b le  to  r e t e l l  tra d es and s e r v ic e s  in  Manama ra,uvau
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TABLE XXX
PANAMA’S RECEIPTS FROM THE CANAL ZONE CLASSIFIED BY RECIPIENTS AND PURPOSES
___________ (in  thousands of dollars)__________________________  __
years Ending Juno 30 1
____________________________ _1939 1940 1941 1942 1945 1944 1945
Received by individuai 
Residents of Panama 
For wages and S alaries  
United States Government 
Agencies Excluding 
conract work of Army
, and Navy 9 , 13.8 13,475 26,491 37,530 36,474 30,541 28,499
Army and Navy
contractors payrolls 668. 9,561 14,961 18,721 20,102 6,943 3,362
Total United States
Government Agencies 9,786 23,036 41,452 56,251 56,576 37,484 32,361
Business concerns in  
the Canal Zone 831 865 968 1,353 1,762 1,603 1,617
Domestic servants ' 1,054 1,054 1,054 1,851 2,083 1,851 1,658
Total wages and
sa la r ie s  11,651 24,935 43,454 59,455 60,421 40,938 35,636
For Pensions and
D isa b ility  R elie f 100 129 151 165 176 195 176
For Rentals    2  3 15 39 33   5
. 'Total’̂ rebelted by
• > individual -residents  
of . Panama: . ' 11,751 25,066 43,608 59,635 60,636 41,166 35,817
Received by business 
en terprises in  Panama
Wholesale trad© 2,551 2,890 3,095 4,875 7,393 7,447 8,100
R eta il trades and services  
Night clubs, bars and
restaurants 2,670 3,766 4,519 8,012 8,354 7,669 6,848
(continued next page)
TABLE XXX 
( continued)
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1939 1940 1941_ 1942 _ 1943 1944 2M 3^
Clothing, jew elry, g i f t s  
and n ovelties 8,207 2,628 3,836 5,728 6,096 5,518 5,255
Taxi fares 767 767 890 1,180 1,265 1,375 1,445
Liquor purchased in  
b o ttle s  and cases 360 623 1,159 1,683 1,486 1,116 1,093
Races 264 294 374 572 576 476 433
Movies and club dues 175 216 854 331 343 293 281
Hotels 53 53 53 102 164 180 231
Total r e t a i l  trades 
and serv ices 8,960 11,953 15,532 26,202 26,938 23,597 21,596
U n classified  amounts going 
to business en terp rises, 
including contractors* 
p r o fits  and ca p ita l
payments 671 1.216 1.887 4.454 2.171 1.789 2.366
Total received by 
business enterprises 
in  Panama 18,182 16,059 20,454 35,631 36*508 32,773 32,062
Received by Government 
o f Panama (d irec t  
rece ip ts  only) 
Rentals 430 430 437 573 700 755 667
Lottery 88 105 273 601 711 726 720
Total received by 
Government o f Panama 518 535 710 1,174 1,411 1,481 1,387
Total receip ts 24*451 41,660 64,772 96*340 98,549 75,420 69,266
Source: Weaver, F ., Panama’s Receipts from the Canal Zone In R elation to her
Foreign Trade and national Income, Embassy o f  the United S tates o f  
America, Panama, R, P ., Table I I I , p .5
I l l
from 17,400,000 In 1939 to 75,700,000 I iu l9 4 2 . (Table XXX)* 
With the exception of 1939, p ayro lls , according to  Table 
XXXI, were the main source of rece ip ts  which Panama enjoyed 
from the Canal Zone in  the period, 1939-1945„
Payments. The p rin cipal payments have been for  
merchandise imports. These payments have ranged from 
#20,540,000 in  1939 to  #51,221,000 in  1944. In addition to  
payments for merchandise imports, Panama must meet obliga­
tion s for fre ig h t on merchandise imports, expense *= of Pana­
manians abroad, serv ices rendered by foreign governments and 
c it iz e n s  of other countries, as w ell as purchases from the  
Canal Zone. Insurance on merchandise imports and In terest  
on debt service add a lso  to payments abroad.
Payments to  the Canal Zone are very small in  compari­
son with the rece ip ts  Panama obtains from the Zone. (Table 
XXXII). Payments to the Canal Zone by the residents of 
Panama Include commissary purchases, payments for h osp ita l 
serv ices , water b i l l s ,  and a great variety  of m iscellaneous 
ser v ic e s . The amount of these payments ranged from 
#4,169,000 in  1939 to  #17,383,000 in  1945. The fa c t that 
payments were larger in  1945 when receip ts from the Canal 
Zone decreased would seem to  Indicate that Canal Zone a c t iv ­
i t i e s  were playing a larger ro le  than ever before in  the 
l iv e s  of those employed in  the zone. This was due in  part
H E
TABLE XXXI
DIRECT RECEIPTS AND INDIRECT AMOUNTS PROM THE CANAL 
ZONE AVAILABLE TO RETAIL TRADES AND SERVICES IN
PANAMA.
(In m lIllons o f d o lla r s)
1939 1940 1941 1943 1943 1944 1945
Receipts from Zone going to individual 
resid en ts o f  Panama v 11.8 25.1 43.6 59.6 60.6 41.2 35.8
Payments by individuals of Panama to 
the Zone 3 .4 5.3 7 .4 10.1 18.3 13.1 13.8
Net rece ip ts o f individuals retained in  
Panama and thereby availab le to business 8 .4 19.9 36.3 49.5 48.3 28.1 22.0
Expenditures o f non-residents from the 
Zone for r e t a i l  trade and Services 9 .0 13.0 15.5 36.2 26.9 83.6 21.6
Total purchasing power orig inating  in  Zone 
ava ilab le  for r e t a i l  trades and serv ices  
and savings in  Panama 17.4 31.9 51.7 75.7 75.8 51.7 43.6
Source: Weaver, F ., Panama’s Receipts from the Canal Zone In R elation her
Foreign Trade and National Income, Embassy o f the United S tates o f  
Ameriea, Panama, R. P ., Table IV, p. 6 .
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TABLE XM11 
RECEIPTS AMD PAYMENTS FROM AID TO Tm
c m  sous
(in  thousaMs of dollars)_____
Year
Cross Receipts 
from the Zone
Payments to  
the Zone
m t
Receipts
1939 34,461 4,169 30,292
1940 41,660 6,011 35,649
1941 64,773 8,327 56,445
1943 96,340 11,170 85,170
1943 98,549 i s ,  $m 85,019
1944 75,420 14,380 61,140
1945 69,266 17,383 61,883
Sources leaver,’" ^ •» 1?f5S& a*s ie e e ip ts  " T f r ~ f e a n n T Z o n e  
in  Relation her Foreign Trade and national income** * United 
States Embassy in  Panama , Table Y, p* 7*
to the greater purchasing power of the dollar in  the Zone as 
compared with Panama where the essen tia ls  of l i f e  were more 
expensive* (See Table XXY, page 94, for a comparison be­
tween prices in  Panama and the Canal Zone)*
II* RATIONAL INCOME OF THE REPUBLIC OF PaKAMA
The data compiled by Mr* weaver on the national Income 
of Panama and shown in  Table EXXIII ind icate that Canal Zone 
payments play the same important ro le in  the national income 
of the Republic of Panama as they do in  the balance of in ter­
national receip ts and payments*
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TABLE XXXIII
NATIONAL INCOME OF TEE REPUBLIC OF PM AM A
1944-1945
(in  thousands o f d o llars)
F fsea l Years Ending June 50 
1944 Per 1945 Per 
  ...... ...sent;__________ cent-
Wages and S a laries:
Government employment in  Canal 
Zone 37,484 27.8 32,361 25.1
Private employment In Canal Zone 3.454 8 .6 3.275 2.5
Total employment in  Canal Zone 40,938 30.4 35',6l36
Government employment In Panama 11,657 8 .6 13,852 10.7
Private employment in  Panama & 
Colon 28,104 16.4 24,313 18.8
Estimated private non-agricultural 
employment outside Panama & Colon 3,316 8 .5 3,647 2.8
Estimated A gricultural wages 3.183 2 .4 4.026 3 .1
Total employment in  Panama 4b, 266 2§.9 4§,83b
Total* Wages and S alaries 81,198 60.3 81,474 63.1
Net P ro fits . Commercial & 
Industria l
in d ir e c t  business with Canal 
Zone 7,555 5.6 7.215 5.6
On Panamanian Business 29.137 21.6 23.807 18.4
Total Net P rofits 3 i 24.0
Net Incomes. Self-emoloved 
Persons•
Professional incomes from 
Canal Zone ,150 0 .1 *185 0 .1
Other self-employed persons 4,316 3 .2 3.721 2 .9
Total from Canal Zone 4, 4&6 s.s .3,966 8.6
Professional incomes from Panama 1,354 1.0 1,661 1.3
Other self-employed persons 288 0 .2 196 0 .2
Net cash agricu ltu ra l Income 4,000 3 .0 4,000 3 .1
Independents under so c ia l security 949 0 .7 815 0 .6
Total from Panama 6,531 4 .6 6,672 5 .2
Total net incomes 10,997 8 .2 10,578 8 .2
Net Rents end In terest  
Sents from Canal Zone 755 0 .6 667 0 .5
Net Rents and In terest from Panama 5*000 3 .7 5.435 4 .2
Total Net Rents and In terest "Sl755 4.3 ” g?H5S 0
Total Income Originating in  Canal 
Zone 53,714 39.9 47,424 36.7
Total Income Originating in  
Panama 80,988 60.1 81.752 63.3
Total National Income 134,648 io'fi.'B IS 9tl76 iob .o
Source: Weaver, F .,  Panaisa*s Receipts from the Canal gone in
Foreiim Trade and National Income * Embassy 
o f  the United S tates o f America, Panama, R. p .. Table 
V III, pp. 12-13.
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In the year 1945 the to ta l  Income in  Panama amounted 
to #139176j000. In order of Importance the principal 
sources of income were employment In the Canal 2one which 
realized  #35*656,000, or 37.6 per cent^of the to ta l Inoome, 
followed by private employment in  the c i t i e s  of Panama and 
Colon with #24,313,000, or 18.8 per cent. Government employ­
ment in  Panama was third in  Importance with #13,852,000 or 
10o7 per cent. The remainder of the to ta l income came from • 
miscellaneous sources and amounted to #55,375,000, or 42.9  
per cen t. I t  should be noted that income from agriculture  
reached only #8,026,000 or 6 .2 per cent.
Although agriculture does not rank high in  the gener­
ation  of national income, yet i t  does provide an important 
means of employment•* In 1940, 52.6 per cent of the popula­
tio n  of the Republic of Panama ga in fu lly  employed was engaged 
in  agricu ltu re.
According to  kind o f income, 63.1 per cent of the to ta l  
for the nation was derived from wages and s a la r ie s , 34.0 per 
Cent from p r o fits , 8 .2  per cent in  the form of net incomes 
to  self-employed persons, and 4 .7  per cent in  net rents and 
in te r e s t .
* I t  includes agricu ltu ra l wages of #4,026,000 and 
net cash agricu ltu ral income of #4,000,000. (See Table 
XXXIII, page 114, for the National Income o f the Republic 
of Panama and Table XV, page 75, for Population of the 
Republic of Panama, G ainfully Employed, C lassified  by 
A ctiv ity  According to  the Census of 1940.)
CHAPTER YI
SUMMARY AND CONCLUSIONS
The p o licy  followed by the United States in  i t s  early  
re la tion s with Latin America was based on the Monroe Doc­
tr in e  enunciated in  1825* This p o licy  was one of in ter ­
ference in  the in ternal and external a ffa ir s  of Latin Amer­
ican countries and was not replaced u n til the 1930’s when 
the Good Neighbor Policy  o f the United States was inauguratede 
Aided by the Pan-American Union the la t t e r  p o licy  has been 
instrumental in  s e t t l in g  several p o lit ic a l  problems, espec­
ia l ly  those with respect to  Cuba, H aiti and Panama *
P o lit ic a l  and economic re la tion s between Panama and 
the United S tates have centered mainly in  the a ffa ir s  of the 
Panama Canal. I t  was not, however, u n t il  1936, when a new 
treaty  replacing the agreement of 1903 was signed by these  
countries, that an e ffe c t iv e  means for s e t t l in g  d ifferen ces  
was provided. Today, a l l  p o l it ic a l  and economic problems 
that a r ise  from the operation of the Canal are se tt le d
through th is  trea ty .
The Canal Zone plays an important ro le in  the econ­
omy of Panama. I t  provides a market for  much of Panama’s 
serv ices and commodities and i s  a source o f a large percent­
age of the Republic’ s income. As a re su lt  of the Zone’ s
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influence* a largo  p a r t  of the  population  of i-enema Is  con­
ce n tra ted  in  i t s  two main c i t ie s *  iranana asA Colon* lo ca ted  
a t  c i th e r  end of tho Canalo The prosenec of the  Zone a lso  
©splaino mhy a g r ic u ltu re  qM o ther economic a c t iv i t i e s  have 
bsen re ta rd ed  in  th e ir  development and why Panama faces an 
unfavorable balance of t r a d e *
) Tho fu tu re  of Panama9 o economy depends upon (1) im­
provement in  a g r ic u l tu ra l  and in d u s tr ia l  development u&thin 
tho  country  and 13) the  degree of success in  trad o  re la t io n s  
w ith o th e r c o u n tr ie s 9 e sp e c ia lly  the United S tateso  In  an 
attem pt to  improve a g r ic u l tu ra l  conditions the government of 
Panama is  a lread y  lending support in  the may of an a g r ic u l­
tu r a l  school t o^perlmsDt s ta t io n s  and c re d it  fa c i l i t ie s * , 
Although much has boon done to  r a is e  the le v e l  of fo rn  pro­
duction  yet noro nesds to  be done before the  farm peoplo of 
Panama can enjoy a very high le v e l of living®
I t  i s  the  w r i te r5o opinion th a t  th e  Oood neighbor 
P o licy  has con tribu ted  to  improve th e  re la t io n s  between the
U nited S ta to s  and L a tin  American countries® 2 agree w ith
Sumner I ta lic s  th a t  wtho in te r -M o r ic a n  system® « ® has i t s  
ro o ts  in  th e  common reco g n itio n  of the  sovereign eq u a lity  
of a l l  tho American s ta te s ,, and In  t h e i r  jo in t  b e l ie f  th a t  
they  fin d  in d iv id u a l advantage In cooperation® Gut o f
A tax ies8 0 £« c l t o 0 pp® 339 ff®
th is  cooperation  one can a t  l e a s t  nope th a t  th e  problems 
between Panama and the  U nited S ta te s  can be solved to  th e  
mutual b e n e fit o f both c o u n tr ie s«
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